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l. INTRODUCT I ON

A. Background

On April 15, 1992, pursuant to the iIntegrated resource management ("1fM")
regulations,' Commonwealth Electric Company (Commonwealth’) and Cambridge Electric
Laght Company (‘Cambridge,’) (together "the Companies’), submitted their Initial Filing to
the Department of Publ ic Ut l 1ties (Department’) and the Energy Facilities Siting Council
('Siting Council’).! The Office of the Attorney General ("Attorney General"),
Commonwealth of MassachusettsDivisionof Energyfesources (DOER), Conservation
Law Foundation ("CLF"), Massachusetts Publ i c InterestResearch Group ("MASSPIRG"),
Massachusetts Save James Bay, Boston Edi son Company, Fitchburg GaséElectric
Company, lestern Massachusetts Electric Company (""WECOo"), New England
CogenerationAssociation, CoalntionofNoniti l 1ty Generators, Inc. (CONG), Burrillville
Energy Corporation, CES/lay International ('CESNay"), Massachusetts Institute of

Technology (MIT), and Massachusetts festaurant Association sought and were allowed to

The IMprocess cons i sts of four phases. Phase I involves the Companies’ submittal
of the draft inatial filing and initial filing and the Department's review of those filings.
The IM regulations require that the initial filing contain the Companies' demand
forecast, resource inventory, evaluation of resource need, evaluation of resource
potential, resource solicitation request for proposals (), and initial resource
portfolio. fhase 11 is comrised of the Companies’ resource solicitation process when
the Companies 1ssue aDepartment-approvediFP. InPhase 111, the Department
reviews the Companies’ resource mix and award group, and, inPhase IV, the
Department reviews and approves contracts resulting from the resource solicitation
This 1s the first filing by the Companies pursuant to the IfMM regulations.

The IMprocess, as initially implemented, establ ishedacoordinatedreviewof
electric utility resource plamning and acquisitionby the Department and Siting
Council. OnSeptember 1, 1992, the Siting Council was merged into the Department.
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intervene as parties inthisproceeding. Inaddition, Eastem Edison Company, Massachusetts
Electric Company, Cape and Islands Self Rel1ance Corporation (‘Self kel 1ance"),
International Brotherhood ofBoi lermakers, IronShipBuilders,Blacksmiths, Forgersé
Helpers (Local 29), and Stephen Cook on behalf of the Greater New Bedford NO-COALEtioOn
sought, and were allowed to participate as interested persons.

lliththe Initial Filing, the Companies submitted amotionrequesting anexception
from certainof the IMregulations pertaining to the requirement to 1ssue requests for
proposals (fFPs") for demand-s1de management ('DSM") resources ("April 15, 1992
Motion").! On May 29, 1992, the Department and the Siting Council granted the
Companies' April 15, 1992 Motion to the extent that a DSMRFP wouldnotbe required at

the time, and established a schedule for the Companies' DSM solicitation.’

3 On April 28, 1992, the Companies, the Attorney General, CLF, MassPIRG,
CESNlay, and NortheastUtilities Servi ce Company (for IMECoO) submitted an Offer
of Settlement ('Offer’) intended to resolve certain issues intheirfPhase 1 IMfiling
SYecifically, the Offer 1dentifiedas committed, forpurposes of theirPhase I review,
conservation and load management ("C4LM") programs being developed by a
CéLMTask Force pursuant to the Department’'s Order in Commonwealth Electric
Company/Cambridge Electric Light Company, D.P.l. 91-80 Phase Two-A (1992).
The Offer also provided that a DSM RFP would not be 1ssued 1n this I
proceeding. On May 15, 1992, in a joint response, the Department and Siting
Council rejected the Offer.

! OnMay 29, 1992, the Department i1 ssued anOrder that establ i1 shed the following
schedule for a DSM RFP: (1) on July 1, 1993, the Companies would file a DSM
RFP wi th the Department for review; (2) on November 1, 1993, the DSM RFP
approved by the Department would be 1ssuedby the Companies; (3) on February,
1994, responses to the RFP would be due; (4) on April 1, 1994, the Companies
would submit a proposed Award Group to the Department for review and approval ;
(5) on June 1, 1994, final Award Group contracts would be submitted to the
Department for review and approval ; and (6) onJuly 1, 1994, implementation of
approved programs would begin.
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B. Procedural History

Pursuant to the schedule establ 1 shed for the DM solicitation, onJulyl, 1993, the
Compani es submi tted the DSMRFP for Department review.’ The Department conducted a
technical sessiononthe Companies’ filings,® aprehearing conference, and four days of
evidentiary hearings. Insupportoftheir filings, the Companies sponsored the testimony of
Kevin F. Harnett, manager of demand program planning for the Companies ; Beauford L.
Hunt, Jr., manager of integratedplanning for Commonwealth; Peter Fox-Penner,vice
president of CharlesRiver Associates ('CRA") ; Peter J. Spinney, director of resource
planning and demand management at CRA; Anthony J. Casella, manager of rate
administration for the Companies ; and AlanF.Destribats, seniorvice president of Synergic
fesource Corporation. The evidentiary record consists of 13 exhibits submitted by the
Companies, 8lexhibits submittedby the Department, eightexhibits submittedby the
Attorney General, 20 exhibits submitted by MASSPIRG, 3l responses to RecordRequests
1 ssuedby the Department, and e ight responses tofecordfequests 1ssuedby MASSPIRG. On
August %, 199, the Hearing Offi cer establ 1shed a briefing schedule requesting initial briefs

on September 16, 1993 and reply briefs on September 23, 1993.

llath the DM RFP, the Companies also submitted their Initial Resource Portfolio for
demand-side resources.

6 Inaddition, the Department conducted two technical sessions prior to the Companies’
filings.

On September 10, 1993, the Hearing Officer granted a motion of the Attorney
General to extend the briefing schedule unti | September 2, 1993 for initial briefs,
and September 27, 1993 for reply briefs.
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11. SCOPE OF REVIEN

Pursuant to the IMMregulations, the purpose of anfFP Isto solicitresource
proposals from project developers. See 220 C.M.R. §10.03(10)(a). AnRFP should solicit
all the Infformation necessary to compare proposals and determine the mix of resources that 1s
most likely to result inareliable suply of electrical service at the lowest total cost to
society. 1d. Further, anfF should containall informationnecessary forprojectdevelopers
to understand and compete fairly inthe solicitationprocess. Id. See also, D.P.U. 89-239
(1990). Inaddition, the IMregulations prescribe the contents of anfFP, and the project
selection criteria and ranking system. 220 C.M.R. § 10.03(10)(c), 10.03(10)(d).
Accordingly, the Department's review of the Companies'proposediFPwi Il include an
evaluationofthe resourceblock (fection l11), resource selectioncriteria(Section V),
ranking system and project selectionprocess (Sectionl), and Initial kesource Portfolio

(SectionVl).
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RESORCE BLOCK

A. The Companies' Proposal

The Compani es proposed to acquire the DM resources consistent wi'th the highest

scoring proposals of those submi tted, withina givenbudget level for eachmajor rate

category® for Cambridge and Commonwealth (Exh. C-DSM-10, at 4). The rate category-

specific budget levels were calculated by first projecting the amount of total revenue to be

collectedviathe conservationcharge ('CC’) levels establ 1 shed 1nthe Department-approved

settlement 1nD.P.U. 91-80 Phase Two-A (1d. at 4-5). The Companies then subtracted from

the total revenue projections anticipated costs associatedwithadministration,®

implementation of the Companies’ conservationvoltage regulation program ("CR),""

10

1

he major rate categories include residential notheating, residential heating, small
commercial and industrial ("C&l"), and medium/large Ctl.

The administrative costs that the Compani es proposed to subtract from the total
revenue projections include the costs of () process and/or impact evaluations
associated with each program implemented regardless of the bidde, (2) contract
negotiation, ) measurementandver ificationofestimatedkilowatthour savings, and
(4) other administrative services (Exh. DPU-DSM-42).

CRisaconservationprogramthat isappliedtoanelectric company’'sdistribution
system. This program consists of measures and operating strategies designed to
provide electricity service at the lowest practicable wltage level 1na costeffective
manner, whi le meeting all appl 1 cable voltage standards. CR lowers customers’
energy and capac ity consumptionby lowering the average voltage applied to
customers' appl 1ances. Cambridge ElectricLight Company/CommonwealthElectric
Company, D.P.U. 93-15/16, at 19 (1993).

In Boston Edison Company, D.P.U. 90-335, at 67-68 (1991), the Department
determined that CR 1s less conducive to implementation by an outside party secured
through anfFP than are other forms of DSM. Therefore, the Departmentdirected
the Companies to submit aproposed CR program plan and budget. Cambridge
ElectriclLight Company/Commonwealth Electric Company,D.P.U.92-218, at18. In
D.P.U. 93-15/16, the Department approved the Companies’ proposed CR budget
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lost base revenues due to programs implemented via the DSM RFP, and existing DSM
commitments,” to detemine the amual budget levels avai lable for program implementation
within eachmajor rate category (1.e., available to bidders for DM services) (id. at 4-5,
DPU-DSM-38 ; RR-DPU-DSM-6).

In D.P.U. 91-80 Phase Two-A, the Department approved the CC levels proposed by
the Companies and the active parties® of $.005 per 1ilowatthour ('KIH") for the
residential non-heating rate category and .04 per KiH for the residential heating, small
commercial and industrial ("C&l"), and medium and large Cé&l rate categories (See
Exh. C-DSM-10, at 4-5). The Companies noted that although the CC levels agreed to in
D.P.U. 91-80 Phase Two-A were legally binding only for Commonwealth during 1992, "the
Companiesview such levels as a sound starting point indeveloping reasonable budgets for
incremental [conservationand load management ('CiM)“] resource acquisitionatthis

time"(1d. at4, nb). The Companies also proposed to increase the CC levels each year by

levels of §76,000 and $18,000 for Commonwealth and Cambridge, respectively, for
the period July 1, 1993 through June 30, 1994. D.P.U. 93-15/16, at 5. The

Department directed the Companies to submit CRbudgets for 1994 and 1995 as part
of the Companies' next CC filing. 1d. at 25-26.

L Existing DM commitments include intemal amortization (i.e., refinancing by the
Companies) of past DM expendi tures, extermal amortization(i.e., refinancingby a
DM service provider) of past DM expend i tures, approved but not-yet-implemented
projects from the Customi zed febate Program, and lostbase revenues associatedwi th
past DSM program implementation for all programs (Exh. DPU-DSM-38).

B In addition to the Companies, the active parties to D.P.l. 91-80 Phase Two-A
included the Attorney General, DOER, Save Our Region's Economy, IRATE, Inc.,
Energy EngineersTask Force, and State Senators il 1am(. MacLean, Jr. and Henr i
S. Rauschenbach.

u The terms DSM and CéLM are used interchangeably within this Order.
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three percenttoreflect inflation(id. at 5). As proposed, the Companies’ CC levels and
associated budget levels are presented inTable L.

The Companies had originally proposed that the fFP state that proposers should be
aware of the fact that the [Department] or the Companies may suspend, defer, or cancel this
procurement, or that no offers may be accepted, nor contracts signed, as aresultof this
solicitation' (Exh. C-DSM-7, at 2). The Companies altered that statement to read
‘proposers should be aware of the fact that the [Department] or the Companies may suspend,
defer or cancel this procurement as a result of an Order from the Department (Ir. 1, at 14).
The Companies indi cated that the change 1nthefFPwas necessary to assure potential
bidders that the fFP Is intended to result in the procurement of DM programs and wi 11 not
be arbitrarily cancelled (1d.).

B. Positions of the Parties

1. The Attorney General

The Attomey General argues that the Companies' resourceblock proposal (1.e., rate-
category specificbudget allocations based on the CC levels developed 1nD.P.U. 91-8)Phase
Wo-A) 1s appropr 1ate because 1trel1es on consensus agreements that were forged among a
diverse array of the Companies' customers and other intervening parties (Attomey General
Brief at3). The Attorney General contends that "the Companies’ proposed conservation
charges appear tobe a carefully crafted andpragmati c resolutionof complexand competing
interests i1n least-costresource acquisitionandrate continuity' (id). Inaddition, the
Attomey General asserts that the Compani es should acqu i re the maximumamount of cost-

effective DM resourceswithinthe rate levels that ratepayers can tolerate (1d.). The
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Attorney General contends that 1 f the Companies were to spend less than the maximum
ratepayers can tolerate, as would happen 1 f an energy block were put out to bid or 1f the
DM budgets were decreased, least-cost resources that could be procured would not be
procured, creamskimming would be encouraged, and cost-effectiveness would be di luted by
spreading fixed costs over fewer savings (id. at 4).

he Attomey General also asserts that the Companies should be directed to amortize
more of the 1 r DSM program expendi tures so that the amount of DSM implementationthat
canbe achieved 1nthe near term canbe expanded (1d. atb). The Attorney General argues
that "[o]ther Massachusetts utilities, faced with a similar desirability of Increasing shortterm
DSM programming, have adopted substantial levels of amortization (id., citing Boston

Edison Company, D.P.U. 91-233 (1992)).

2. MASSP I1RG

MASSPIRG contends that the Companies’ proposed DSM budget levels fail to comply
with the IMregulations regarding IV resource acquisition, "including specific regulatory
standards tominimize total societal costs, acquire all cost-effective I3V, andavoid lost
opportunities to the maximum extent possible" (MASSPIRG Brief at 1). MASSPIRG
contends that the overall purpose of the fFP 1s "to determine the mix of resources that 1s
most likely to result in... the lowest total cost to society' (id. at3, citing 220 C.MR.
§10.03(10)(a)). MASSPIRG also argues that the IfM regulations require an electric
company to propose an initial resourceportfolio(i.e.,acompany'sprogrambids)which
"shall be desi1gned to provide rel 1able electric service to the company's ratepayers at the

lowest total cost to society’ (id., citing 220 C.M.;. §10.03(5)(a)2).
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MASPIRG argues that the Companies’ proposed DSM budget levels are unsupported
by any quantitative analysis (id. atl). However, MASSPIRG states that the Companies’
proposed 1994 budget level should be accepted by the Department 1n order to provide the
Companies withabasisboth for the i r own DM program proposals, andwithan inatial DM
RFP target (1d. at 1-2).

MASSPIRG contends that final DSM budget levels should not be determined unti |
() the Compani es have receivedfFP bids, and candetermine an optimal mix of resources
1o provide a reliable suply of electrical service at the lonest total cost to society, as required
under 220 C.M.R. §10.05; (2) the Companies have completed their technical potential
studies and candetermine the extent towhi chthe bids received, including the ir ownprogram
proposals, are adequate to comply with requirements to avoid lost opportunities under 2)
C.M.R. §10.03(5)(1)5; (3) the Companies have analyzed optimal DSM budget levels under
various contingencies; and (§) several important forecastandplanning uncertaintiesare
resolved such as the Department’'s determinationofneed inPhase I of thisproceeding, and
whether the Eastem Energy Corporation facility receives siting approval from the Energy
Facilities Siting Board, and/or whether its contract with the Companies is temminated” (id.
at ).

MASPIRG argues that within the IIM regulations, there 1sno considerationgivento
minimizing short-termrate impacts, if itwould interfere with the objective of minimizing

long-termsocial costs (1d. at6). MASSPIRG contends that the Companies’ concernover

B MASPIRG conterds that termination of the Eastem Energy Corporation facility would
warrant further increases inbothDMbudgets and avoided costs (i1 d. at0).
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rate impacts onnonparticipants has been addressed i1n the past when the Department rejected
the non-participant rate impact test (a1d.,, citingTr. 3, at 6; D.P.U. 86-36-F at 19, 23).
MASPIRG also argues that the Department has articulated i tspol icy thatelectric companies
should take steps to capture all cost-effective DSM and to ensure that DSM program

opportunities are available to all ratepayers (id. at7, citing Cambridge ElectriclLight

Company, D.P.U. 87-221-A (1988) ; lestern Massachusetts Electric Company,

D.P.U. 87-260 (1988) ; lestern Massachusetts Electric Company, D.P.U. 86-280 (1987) ;

and Boston Edison Company, D.P.U. 85-266-A/85-271-A (1986)). MASSPIRG further

argues that the Department has previously found that, where a cost-effective supply or
demand optionwould significantly affect rates inthe early years of implementation, the
electric company should not abandon the option, but rather propose cost allocation methods
or rate structures that reduce the rate impacts to amore acceptable level and more closely
match the timing of the costs andbenefits over the 1 1 fe of the Investment (id., citing
D.P.U. 86-280 (1987)).

MASSPIRG contends that the Companies distorted the results of an analysis
conducted by the Massachusetts Institute of Technology (MIT Analysis) which indicates
that (1) the delay of DSM implementationgrowthresults inhigherbills inthe long-term,
higher total costs, and higher cumulative emissions; (2) doubling or traplang DM
expenditures or tripling Just Gl programexpenditures reduces systememissions Inall cases;
and (3) amortization 1s preferable to delaying DSM expend i ture ramp-up under both total
societal- or total bills-cost-effectiveness standards (1d. at 8-9).

MASSPIRG maintains that the Companies 1nappropriately 1gnore a report
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commissioned by the New England Power Pool (‘"NEPOOL Report"’) (id. at 9). MASSPIRG
contends that the NEPOOLReport indi cates that"'overwhelming agreement (93 percent to 6
percent) among Massachusetts residents that they would like their electric company to spend
money on programs that help both business and residential customers conserve electricity and
use it wisely" (id., citing Exh. MP-DSM-1). MASSPIRG states that the NEPOOL Report
also Indicates that ratepayers show great agreement (71 percent to 28 percent) withbeing
‘personallywilling topay more for...electricitynow inorder to fund conservation
measures that will reduce the need for new power plants in the future" (1d.).

3. Cape and Islands Self-Rel i ance Corporation

Selffel 1ance argues that the Department should increase the Companies' annual DM
expenditure levels over the 1992 levels or leave the DSMbudgets undefineduntil more
information 1s gathered thatwould justify higher levels of funding (felffel 1ance Brief at ).
Self-fel 1ance contends that DM 1nNew England has a "proven track record' of producing
energy and capacity savings at the lowest possible cost (id. at ). Selffeliance also argues
that DM employs local "trades people" and leaves local residents with more disposable
income, which would have a positive effect on the Cape’'s "down" economy (id.).

Self-Rel 1ance argues that ratepayers have no escape, other than through DSM
programs, from the Companies' high rates, which are caused by the Companies’ over-
contracting for power supply projects (i1d.). Self-fel 1ance therefore argues that
Commonwealth's ratepayers would suffer a greater negative impact should the Department

choose to reduce the Companies’ DM budget levels (i1d.).
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4. The Companies

The Compani es argue that the proposedbudget l imitations are reasonable andare
consistent with Department precedent in that they establ 1 sh an appropr 1ate balance between
theneedto acquire cost-effective resources and the need to avordundue bi Il impacts

(CompaniesBrief at4, citing Commonwealth Gas Company, D.P.U. 91-60 Phase 11 at 38

(1992)). The Compani es contend that the proposedbudget levels'will faci l 1tate customer
acceptance of DM, which 1s critical to the long-term strength of the DSMmarket"' (1d.
at 3-44). The Companies also argue that the rate continu ity afforded by the proposed
budget levels wi ll enhance the abi l 1ty of customers to plan for their energy requirements, 'an
1mportant benefit to larger industrial, commercial and municipal customers in these difficult
times' (1d. at 4).

he Companies argue that there 1s a continuing consensus on the CC levels that were
developed and approved by the Department for Commonwealth in the context of
D.P.U. 91-80 Phase Two-A (id. at 43). Specifically, the Companies argue that SORE,
IRATE, and State Senator Henri Rauschenbach expressed support for DSM budget
limitations and 'managed expenditures in the present environment" (1d.).

The Compani es contend that MASPIRG's arguments 1gnore the flexibility withinthe
IMregulationswhichdirect that a company's resource plan shouldbe the 'most likely'to
achieve the lowest total cost to society (Companies feply Brief at 12, citing
220 C.M.R. § 10.03(10)). The Companies argue that the referenced provision within the
IM regulations mandates that the Companies and the Department consider factors that could

interferewiththis objective, including the effects of an adverse reaction to DM
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implementation causedby"incremental rate concerns'(id.). Therefore, the Companies
argue, the IIMregulations "'suggest that other factors such as the state of the region's
economy and the long-term effects of frustrating or delaying the economi c recovery should

also be considered to the extent they affect the likelihood of achieving least cost resources'

(ud.).

The Compani es contend that MASSPIRG mi scharacterizes the record evidence that
supports the proposed budget levels (1d. at 13). Specifically, the Companies argue that
MASPIRG (1) erroneously states that the Compani es' budget level proposal was based on
the MITAnalysi s, and () ignores the fact that the MIT Analysi s prepared separate reports
for the Companies and for the New England regionas awhole (1d.). The Companies also
assert that MASPIRG falsely accuses the Companies of applying the no losers' cost-
effectiveness test when they developed the proposed budget levels, which would be contrary
to the Department’'s mandate to use a societal cost-effectiveness test (1d. at15). The
Companies contend that the no losers' cost-effectiveness test was not employed 1n
developing the proposedbudget levels, and that they planto use the'societal' cost-
effectiveness test infull compl 1ance wi th the Department's precedent (1d. at 15, 16).

The Compani es state that they are wi ll ing to consider different approaches to the
amortizationof DM expendi tures, should 1tbe determined by the Department that a
differentapproachwouldbe 1nthe best interests of the Compani es' customers and should the
Companieshave the ability to increase theirdebt/equityratios(id. at4l, n.29). The
Companies argue that increased amortization may have two negative impacts:

() amortization increases the total cost of DDMmeasures by adding finance charges to
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program expenses supported by ratepayers; and (2) amortizationmay limit future DM
budgets or cause umecessarily high future bill impacts by adding finance charges to future
program expenses supported by ratepayers (id.). Inaddition, the Companies contend that
bidders may submitbids that incorporate amortization payment schedules consistent with the
RFP guidel ines, and that the Companies would seek to avoid a situationwhere “they, 1In
essence, amortize an amount that already includes the wiming bidders' financing charges'
(1d.).

C. Standard of Review

Pursuant to the IMregulations, anelectric company Is requiredto solicitresources
to meet any additional resource need 1dentified for each year of the ten calendar years
following the Company's initial filing date. 220 C.M.R. § 10.03(8)(b)(2). The IRM
regulations state that 1fno additional capacity need 1s 1dentified for the plaming period, then
the RFP shall be for energy or energy savings only. 1d. The 1M regulations also state that
the fFP shall specify the amount of additional resources being sol1cited by the company in
both megawatt ("MI') and megawatt-hour ("MIH") (or M and MIH saved) per year
and season based on the size and timing of the resource need 1dentified.”

220 C.M.R. § 10.03(10)(c)2.

InD.P.U. 86-36-F, the Department stated that'electric companies shouldpursue --
through purchase, expendi ture, or Investment -- C4LM and generation options to the extent
that such actions are cost-effective for each company's ratepayers." Id. at7. The
Department further specified that CéM programs should be designed to capture all

potential lost opportunities, avoid creamskimming, and distribute the direct benefits (i1.e,
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reduced energy and/or load requirements) as broadly as possible among customer classes and
subgroups within each class. Id. at 2, 26.
In D.P.U. 91-60 Phase 11, the Department stated that we are
'sensitive to some of the negative 1mpacts arising from intense implementation
of CiM, and we recognize that it may not always be feasible for a ...
company to procure the optimal amount of C4M within a short time period.
The Department concludes that aggressive CiM programs can create
significant inequities between program participants and non-participants, and
can cause negative customer reactions to utility-sponsored CéM programs.

Although the Department remains committed to CiM, we find that 1t 1s

appropriate for a company to balance the competing goals of establishing

aggressive programpenetrationtargets (i.e., optimizing the resource portfol10),

and controlling ratepayer bill impacts." Id. at 38.

InD.P.U. 91-80 Phase Two-A, the Department stated that we remain"'committed to
conservationas anenergy resourcewithextraordinaryvalue." 1d. at?22. The Department
went on to state that "[w]hendeveloping 1ts CdMprograms, a company must take into
accout .. considerations such as changes in demand for electricity; the financial, techmical,
andpersonnel resources of the company ; and rate impacts." Id. Inthatproceeding, the
Department found that a proposed settlement agreement reasonably balanced these concems
through expendi ture caps, expendi ture amortization, and pre-determined levels of DM

implementation. 1d. at 16-17.

D. Analysis and Findings

he purpose of this section 1s to determine whether the Companies' proposed resource
block fulfills the requirements outl ined by the Department’s 1M regulations and 1s consistent
with Department precedent on DSM procurement and rate impacts.

First, as stated above, the IMregulations prescribe that the resource block tobe
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filled should be specified in Mi and MIH (or Ml and MIH saved) 1n the RFP. See
220 C.M.R. § 10.03(10)(c)2. For the purposes of thi s proceeding, the Department finds that
the Companies’ proposal to solicita level of M services based on pre-set budget amounts
represents areasonable proxy for aspecificMHresourceblock.” The Department
further finds that should we accept the recommendations of MASPIRG, i1.e., to leave the
resource block undefined unti | after the proposals are received, bidderswouldbe leftwith
little information upon which to size and price their program proposals.
Second, Department precedent clearly incorporates the consideration of rate continuity
within the context of pursuing other important goals of the Department such as marginal
cost-based rates and aggressive implementation of cost-effective DM. See, e.q.,

Commonwealth Electric Company, D.P.U. 88-135/151, at 203 (1989) and D.P.U. 91-60

Phase Il at38. Inaddition, the Departmentnotes thatwhen 1t 1sdetermined thatno
additional capacity resources are needed (and particularly during periods of low economic
growth) greater emphasis on rate continuity may be warranted. Inthis proceeding, the
Department finds that 1t wouldbe appropr 1 ate for the Compani es to balance short-termrate
impacts with long-term societal costs i1n developing the RFP resource block.

Third, regarding the arguments made by MASSPIRG that the Companies did not
conduct quantitative analyses todetermine appropr i ate budget levels for demand-side

resources, the Department notes that such quantitative analyseswould require assumptions to

16 Te Depariment rotes thet in futre enargy: or ey savingsanly solicitatias, electric
aoenies will ke requirad to solicit a gecific MH resource blodk aosistat with te
IM regulations.
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be made regarding the optimal level of DM procurement. Specifically, the Companies
would have to determine their customers' best interest regarding the tradeoff between short-
term rate 1mpacts and long-term societal benefit. The Department notes that the record
supports the Companies' contention that the proposed CC levels were settled upon by
multiple parties representing a diversity of interests before being approved by the Department
inD.P.U. 91-80 Phase Two-A. The record also indicates that many of the parties toD.P.U.
91-80 Phase Two-A remain committed to the agreed-upon CC levels. Therefore, the
Department finds that the Companies have developed thefRFPbudget levelsbasedonCC
levels that appropriately address the needs of the Companies' customers, and that further
quantitative analysiswould not greatly benefit the fFP process inthis case. Accordingly,
the Department approves the proposed CC levels and budget levels for purposes of the
instant proceeding.

The Department notes that the objective of this, or any, SMsolicitationshouldnot
be solely to achieve a certain level of D\M expenditures, but rather to ensure that the DM
resources that are procured wi ll benefit ratepayers Inamamer consistentwithreliability ad
least-costplanning objectives. Moreover, 1nD.P.U. 90-33%, at 138 (1992), the Department
stated that "'regardless of the payment mechanism an electric company and a third party
ador participatt agree to, the host uti l 1ty ultimately i1s responsible for the effectiveness of
CéM implementation." The record inthis proceeding convinces us that the Companies
shoulduse therrdiscretionwithin the scoring criteriaguidel ines to procure M resources to
the full amount of the budget 1n each rate category only i f the proposed programs, as

determined throughthe Companies' ranking, optimization, andnegotiationprocedures, are
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likely to provide exceptional value for their customers. In addition, the Department notes
that the IMregulations require the Companies to document the initial ranking of projects
and to support the reasonableness of their decision inany reordering of projects, and in
developing their final award group. See 220 C.M.R. § 10.05(2)(F), 10.05(2)(Q).

Finally, the Department finds that the Companies maintainthe rightnot to accept any
of the DM proposals received. Therefore, the Department directs the Companies to make
bidders aware of the possibi l 1ty that 'ho offers may be accepted, nor contracts signed, as a
result of this solicitation' as the proposed RFP originally stated.

Regarding the Attorney General's recommendation to use greater levels of
amortizationas ameans of increasing the avai lable resource block, the Department, in the
past, has found amortization to be a useful tool for Increasing DM procurement in the near-
term. See D.P.U. 86-280, at 269 (1987). However, the Department finds the Companies’
concems regarding limitations on future DM procurement and/or higher future rate 1mpacts
to be reasonable. Therefore, the Department wi ll not require the Companies to increase the

levels of amortization beyond those proposed in the RFP.
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1. RESORCE SELECTION CRITERIA

A. Introduction

The Department's IM regulations require that the Companies adopt, and explain in
the P, a ranking system that incomorates all of the selectioncriteriathatwill be used to
determine the rank order of project proposals received inresponse to the RFP. 220 C.M.R.
§§ 10.03(10)(c) and (d). The ranking system must apply relative weights to the major
categories of criteria inorder to 1dentify the relative importance of these categories in
selecting resources andmay be, butneednotbe, self-scoring. 1d. The regulations setout
several major categories of criteriathat, at aminimum, shall be included in the P ranking
system (e.qg., price, qual ity and timing of output or savings, project feasibility). Id.

The Compani es have proposed a rank ing system for the fFPs that includes sixmajor
categoriesofprojectselectioncriteria, orprogramattributes’ (Exh. C-DM-7, at13). The
attributes, theirassignedrelative weights, and the scoring approachwithineachare
summarized inTable 2. The remaining subsections ofSection IV of the Order review the
content, description, thresholds, and scor ing procedures for each of the Companies’ program
attributes. The overall role of the attributes inthe Companies’ resource selection process,

and the appropr 1ateness of the assignedrelative weights, 1s considered inSection), infra

1 In the P, the Conpaniies use the terms rogram attribute’, or ‘attribute’, to indicate
a mgjor categary of the P project selection ariteria e use the sare termirology In
this Order.



D.P.U. 91-234-A Page 2

B. Cost-effectiveness

1. The Companies' Proposal

a. Societal Cost-Effectiveness Test

The Companies proposed that, as a threshold, 1.e., inorder tobe included inthe
initial raking, a program must pass the Massachusetts societal costeffectiveness test, which
compares the present value of lifetime savings benefits from a program to the present value
of all costs to implement that program (Exh. C-DSM-7, at 18-19). The test isdescribedas a
ratio of total benefits to total costs, ad the aggregation of all measures i1na proposal must
have a benefit/cost (B/C’) ratio of greater than 1.0 to be considered (1d.). Benefits include
purchased power or generation costs avoided by the Companies, including the value of
enwvironmental extemal 1ties avoided, as well as any quantifiable and significant end-user
benefits other than electricity bill reductions, such as reduced maintenance costs (id. at 7).
he total present value of the costs i1nthe B/C equation include () the full incremental costs
of theDSMmeasures regardless of who pays those costs ; and () all administrative costs,
including verificationand evaluation costs, incurred by the Companies that canbe attributed
to a given program (id.).

The Compani es proposed that wi thineachmarket segment, proposals wouldbe ranked
relative to the bidwiththe highestB/Cratio (1d. at19). That 1s, the bidwiththe highest
B/C ratio would receive the full 3 points for this attribute, and the remaining bids ineach

segment would be awarded points inproportion to this score, with the scale begiming at zero
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for a B/C ratio of 1.0 (Exh. C-DM-5, at 11).® According to the Companies, this

approach 1s designed to foster price competitionamong progranswithiin a customer segment
(e.g., residential retrofitor Cil new construction) and to discourage proposals that focus
primarilyonthe leastexpensive ormostprofitableDMmeasures (Exh. C-DSM-7, at 19).

b. Avoided Costs

The total present value benefits of a proposedproject are determined by multiplying
the timedifferentiated estimated lifetime savings by the electric system's avoided costs.
These costs include (1) avoided fuel andvar1able operations and maintenance costs ;
(@ avordedenvironmental external ity costs ; (9) avoidedordeferredgenerationcapacity
costs; (4) avoirded or deferred transmission capacity costs; (5 avoided or deferred
distribution capacity costs; and (6) avoided I ine losses and reserve requirements (i1d.
at £).° The Companies proposedtoprovide all bidderswi th the Companies' most recent

five-year, tenyear, and 2-year level ized avoided cost calculations? at the time of the

18 Inmathematical terms, the formula for translatingB/C ratio into points awarded for

proposal ¥ 1n market segment Z 1s as follows:

(X’s B/C ratio) - 1
(Highest B/C ratio segment Z - 1)

Cost -Effectiveness points for X = * 35

9 Although thi s fFP does not solicit capacity resources, should a bidder propose

measures that could contr ibute capacity savings infuture years, those projected
savingswouldbe taken into accountwhen computing the B/C ratios using the
following data and assumptions: (1) proposer-specifiedon-peak KiHsavings;
(9 load research data compi led by the Companies; and (3) industry data on end-use
and measure-specific load shapes (Exh. C-DSM-7, at 45).

a The Companies originallyproposedtoprovidereal level i1zed avoided costs and

nominal levelized avoided costs.
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1ssuance of the fFP, to ensure that bidders could determine the cost-effectiveness of their
programs, and to prevent the Companies from having an unfair advantage inthis respect
(Exh. C-DIM-2, at 12). The Companies testified that theRFP isdesignedtoyieldahigh
level of competition inorder to mitigate fears that bidders will bid only slightly below the
avoided cost threshold (1d.). At the same time, by not providing more detailed annual
avoided cost data, the Companies ensure thatbids inany future supply-side fFFPwi ll remain
as competitive aspossible (id at 13). Inaddition, the Companies indicated that they expect
future allresource solicitations not to include any avoided cost information, since resources
will be compared solely to each other and to electric company bids, not to company-specified
avoided costs (1d.).

The Companies 1ndicated that 1T avoided cost informationwere notprovided, itwould
likely cause amarket barrier for bidders who couldnot be certain that their proposals were
cost-effective; thus, bidders mightnot go to the expense and effortto submitbids
(Exh. DPU-DSM-58). The Companies stated that inthisRFP, bidders would be competing
against the Companies and each other, so the avoided cost informationwould actas a
threshold, rather than a ceiling, thereby providing bidders with an incentive to submit
proposalswith the lowestpossiblebidprice (1d.). The Companies stated theirbel ief that
they would receiive proposals that better reflect the Companies' and their customers' needs by
providing limitedavoided cost informationtobidders (id.). Inaddition, the Companies
indicated that bidders can already roughly estimate the Companies’ avoided costs on the basis
of publ 1c documents, so the Companies are not substantially harming their competitive

position by divulging this limited information (id.).
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he Companies also indicated theirbelief that fai lure to publ 1shsome avoided cost
information could promote creamskimming inthatbidders might chooseto limittheirefforts
interms of comprehensiveness inorder to be certainofmeeting the cost-effectivness
threshold (r. 2, at 10). In addition, the Companies stated that because detai led avoided cost
infformation 1s available only to the Companies, providing some avoided cost information to
all bidders would decrease the l1kel1hood of claims of self-deal ing (Exh. C-DM-2, at 12).

In response to a Department record request, the Companies provided informationon
the Central Maine Power Company ("CMP") all-resource solicitations in 1987 and 1989
(R-DPU-DSM-32). CMP's avoirded costs were included in the first RFP and were not
included 1n the second, although they were on file with the Maine Publiclitilities
Commission andwere readi ly avai lable to bidders (i1d.). he Companies stated that although
bid prices dropped somewhat 1n the second round, this effect was more likely attributable to
the fact that CMP's avoided costs dropped between 1987 and 1989 than to the fact that
avoided costs were provided in the first round and not in the second (1d.). Inaddition, the
response to the record request 1ncluded an exerpt from the process evaluation of the CVMP
RFP stating that those bidders who couldnot determine the avoided costs wouldnot have
access to information that ultimately could affect the ranking of theirbids (1d.). The
response also 1ndicated that the CVWP experience suggests that bidder pricing tends to follow
trends Inavoided costs, whether they are made avai lable or not, whichmay be evidence of
‘gaming' (1d.). The Companies stated that they weighed all of these considerations in
deciding to provide limited avoided cost information to bidders (1d.).

Onbrief, the Companies assert that, based on their review of the CMP experience,
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they have re-evaluated their original positionondisclosing avoided costs (Companies Brief
at 17). The Companies maintain that they have found no compell ing evidence to support
either disclosure ornonrdisclosure ; therefore, they propose toprovide only asingle tenyear

level1zedavoided costcalculation, rather than a series of time-specificavoidedcoststreams

(id.).

The Compani es proposed to provide up-dated avo 1 ded cost informationupon 1ssuance
of the RFP on November 1, 1993, and to hold thi s level of avoided costs constant for the
purpose of project evaluation through the contract negotiation and approval phase of these
proceedings (Exh. DPU-DSM-60).

C. Net-to-Gross Ratios

The Companies proposed to apply default net-to-gross ratios” for each DM
tecmology todetermine the level of savings to be used incalculating the lifetime netbenefits
which are used to determine the cost-effectiveness of a program (Exh. C-DSM-7, at 19).
hese default ratios were developed to account for anticipated levels of free ridership, free
drivership, and snapback, and to ensure that all proposals are evaluated equally (id.).
he netto-gross ratios reflect the difference 1n savings between customers participating ina

particular program and an equivalent group that 1s not participating (a control group), for

A Net-to-gross ratios are used to adjust gross energy savings estimates,whichare

typicallybased upon average savings times the number of installed measures
(Exh. C-DSM-5, at 9).
2 he net-to-gross ratios for new construction programs are assumed to be 10, because
the default savings estimates for these programs are based on construction practices
that exceed code efficiency without uti l 1ty or thirdparty programs or payments, and
thus incorporate free riders, free drivers, and snapback (ud.).



D.P.U. 91-234-A Page 2

each category of DSM measures (Exh. C-D3M-5, at 9). Since the Massachusetts societal
costeffectiveness test 1s based on benefits associated with net energy savings, gross savings
estimates must be adjusted by net-to-gross ratios (id.). If abidder can adequately
demonstrate that a particular measure's nettogross ratiowill differ substantially from the
defaultassumptions, the bidder's ratios may be usedto calculate cost-effectiveness for that
measure (1d. at10). The Companies planto apply the defaultnet-to-gross ratios to their own
programs (Exh. DPU-DSM-75).

To provide standard gross savings estimates towhich the nettogross ratios would be
appl 1ed, the Compani es proposed to include anappendix to the RFP thatwould I i stdefault
values for measure lifetimes and operating hours (Exh. C-DSM-5, at 8). Ifabidder
demonstrates throughdocumentation inabidproposal ordur ing contractual verification
procedures that the tecical parameters inaprojectwill differ significantly from the default
assunmptions, the bidder's estimated actual lifetimes and/or operating hours may be used in
calculating cost-effectiveness (id. at 9). Consistentwiththisprovision, the Companieswill
apply the default measure |l ifetimes and operating hours to the ir own programs except in
those iInstances where they candocument intheir bid submittal that the defaultratios are
1nappropriate (Exh. DPU-DSM-76).

d. Bandwidth Cost-Effectiveness Methodology

The Compani es proposed to use a bandwidth methodology to determine the cost-
effectiveness of aproject (Exh.DPI-DSM-78). In this methodology, a range of valueswas
developed for each of several variables that were used In the B/C ratio calculation, inorder

to account for the varrabi l 1ty and uncertainty in the B/C rati o (Exh. DPU-DSM-RR-28). For
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example, a range of projected savings from a measure would be documented, a base case
wouldbe chosen, andhighand low cases wouldbe determined from the outer portions of the
range (1d.). The Companies proposed to use information from the bidders, from other
utilities, ad from other extemal sources todevelop the range of values required to calculate
a bandwidth (1d.).

lhere there i1s adequate informationavai lable, the Companies proposed to use the
bandw i dth methodology to determine a program's cost-effectiveness only in the threshold
analysis, Inthe event that there 1s only one proposal inamarket segment, or 1fall proposals
have B/C ratios less than1.0(1d.). The Companies testified that applying abandwidth
approach to aprogramwith aB/C ratio of slightly less thanl.0might allow a bidder into the
negotiating group where the program could be made more cost-effective through optimization
of the bid (Tr. 4, at 124-126). The Compani es stated that they would prefer to err on the
side of inclusiveness inthis fashionrather than to exclude apotentially viable program from
the negotiation process (1d. at 126).

e. Administrative Costs

Among the costs that the Companies proposed to include when calculating cost-
effectiveness are administrative costs including marketing, contract management, and
measurement and verification ("M&") (Exh. C-DSM-7, at 19). The Companies determined
that the first two types of adninistrative costs are roughly equal across thirdparty programs,
their ownprograms, and customer projects ; thus, the Companiesproposedtodetermine these
costs and assignthemonanequal basi s to all proposals when evaluating cost-effectiveness

(1d.). M/ costs are divided into two components: (1) those costs incurred by the
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Companies to ensure that installations, verifications, operations and maintenance procedures,
and measure persistence are consistent with a given contract for M services; and () those
costs borne by bidders inproviding the level of MMl consistentwiththeirbids (see
Section IV.C.1, infra)whichwouldbe internalized inthebidprice (1d., at19-2). The
Companies have differentiated their own Mé/ costs by rate class, but not by market
segment or by bid level of M/ (Tr. 3, at 133). That 1s, indetermining cost-effectiveness,
the Companies proposed to apply the same level of costs to eachbid addressing the
medium/large C&l sector, whether for aretrofit or anew constructionprogram, and
regardless of the level of M&/ proposed by abidder (1d. at 134). See Section 1V.C, infra.
he Companies stated that this method was chosen because they were not able to quantify the
trade-offbetweenahigherbidlevel of i/ and the Compani es’ own costs to monitor and
verify the savings from a particular project (id.).

The Compani es have not proposed to 1nclude the costs of designing their own
programs inthe cost-effectiveness tests (Ir. 4, at 28). The Companies testified that they
view Initial fesource Portfol 10 development costs as "sunk’ costs to be recovered through
the CCs, butnot to be included as a cost i1nthe B/C analyses either for their ownprograms
or for badder-proposed programs (id. at 2/-28). The Companies have included most of these
costs inthe budget for July , 1993 through June 3), 1994 ; thus, they are already recovering
program development costs through the current CCs (i d. at 32-3). The Companies testified

that they felt 1twas appropriate to recover all costs associated with the development of the
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RFP and the Companies' Initial fesource Portfolio ona currentbasis®?because the
Companies are required by regulation to design broadhased cost-effective programs for all
customer segments (1d.). The Companies stressed that this 1s anobl igationnot shared by
bidders (id.). Thus, to provide a level playing field, the Companies stated that they should
not be penal 1zed by having these costs attached to the ir programs when evaluating the cost-
effectiveness of those programs (id. at 34).

Onbrief, the Companies argue that they have made the Initial Resource Portfolio
available to all prospective bidders and have encouraged bidders to use designs included in
the Initial fesource Portfol 1o or to offer improved designs intheir bids; thus, all potential
bidders have benefited from the Companies’ programdevelopmentwork (Companies'Brief
atol). Inaddition, the Companies cite several Department Orders where the recovery of

programdevelopment costs has beenallowed (1d., citingBerkshire Gas Company,

D.P.U. 90-121, at 266 (1990) ; llestern Massachusetts Electric Company, D.P.l. 89-260,

at 88-89 (1990).

2. Position of MASSPIRG

a. Avoided Costs

MASPIRG agrees wi th the Compani es' proposal to provide avoided cost information
to the bidders at the time the RFP 1s 1ssued (MASSPIRG Reply Brief at 7). MASSPIRG

acknowledges the risk that some bidders may use the informationto bid closer to avoided

B lhen asked, the Companies agreed to consider recovering the programdesign

consultant's expenses over a period of greater than one year to reflect the fact that
savings associated with his work would be procured over a period greater than one
year (id. at 30-31).
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costs than they would otherwi se, but MASPIRG sees a greater ri sk of cream-skimmingor a
chilling of the market if avoided costs are not provided (1d.). Inaddition, MASPIRG cites
the competitive advantage held by the Compani es, who have access to the avoided cost
infformation for the development of the ir own programs, i1f the same information 1s not made
available to all bidders (1d.).

b. Program Development Costs

MASSPIRG asserts that the costs incurred by the Companies to develop their own
programs shouldnotbe 1ncluded 1nthe CCs unless those programs are selected and
implemented (MASSPIRG Reply Brief at 7). MASSPIRG argues that to allow recovery of
these costs would unfairly subsidize development of the Companies’ programs with ratepayer
money to the competitive disadvantage of bidders (i1d.). MASSPIRG also contends that
ratepayers shouldnot have to pay for development of a program that never serves them (1d.).

3. Standard of Review

The IMregulations require electric companies todevelop an initial resource
portfol 1owhi ch Includes cost-effective M programs for all customer sectors and subsectors
and that avoid lost opportunities and cream-skimming. 220 C.M.R. § 10.03(5)(a)5. 1In
D.P.U. 86-36-F at 19, the Department found that a DSM program i1s cost-effective i1f the
cumulative net present value of the program's benefits exceeds the cumulative net present
value of 1ts costs, 1.e., iftheB/Cratio is greater thanl.0. InD.P.l. 86-36-F at 20-4, the
Department set forth standards for DM program cost-effectiveness and required anelectric
company to include the following elements 1n its cost-effectiveness test: (1) the full

incremental cost of the DM measure, regardless of who pays that cost; (9 all adninistrative
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costs 1ncurred by a company that can be attributed to a given program; (3 any quantifiable
and significantend-user benefits; and (4) avoirded environmental externalities. In

Massachusetts Electric Company, D.P.U. 89-194/195, at 107-113 (1990), the Department

refined i1ts cost-effectiveness test to include free-rider and snapback effects. Inlestem

Massachusetts Electric Company, D.P.U. 89-260, at 16-17 (1990), the Department further

refined i1ts costeffectiveness test to include monitoring andevaluationcosts. fegarding the

recovery of program development costs, 1nNantucket Electric Company, D.P.U. 91-106/138

(1991), the Department found that the company was entitled to collect expenditures
associated with the development of 1ts DSM programs. 1d. at 31-32.

4, Analysis and Findings

a. Societal Cost-Effectiveness Test

he Compani es have appropr 1ately proposed to use the Massachusetts societal cost-
effectiveness test to evaluate the B/C ratios for all proposals, including their own. In
calculating BC ratios, the Companies propose to include all costs associatedwith each
project and all benefits, including environmental extemalities. They have assigned 3 points
to this attribute out of a total of apossible 10 points, with the proposal 1neach market
segment that has the highest B/C ratio to receive 3 points, and with the others i1n that same
segment be 1ng ranked through linear interpolationdown to zero for aB/C ratio of 1.0. The
Companies testified that this methodology was designed to foster competitionwithin each
market segment and to discourage cream-skimming. The Department finds the Companies’
proposal for this attribute, including the scoring methodology, to be appropriate.

Accordingly, the Department accepts the designof the cost-effectiveness attribute as
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proposed by the Companies.

b. Avoided Costs

The Compani es have followed Department precedent by including all appropriate
costs inthe calculation of the avoided costs they have used to determine the cost-
effectiveness of proposals. At 1ssue 1swhether they should provide levelized avoirded costs to
bidders along with the RFP so that bidders can tailor their proposals to pass the cost-
effectiveness threshold, whi le at the same time meeting the thresholds for comprehensiveness
and program performance. The Companies stated that a market barrier to competition could
result if the Companies didnot provide avoided costs to bidders. The Companies also
testified that there were enough safeguards bui It into the fFP to avoid 'gaming' by bidders
who mightbid Justbelow the level of avoided costs. The Companies asserted that
competitionwithotherbidders aswell aswiththeir ownprograms shouldbe adeterent to
such a practice, and an incentive to submit least-cost proposals.

Arguments against providing avoided costs to bidders with the fFP were based on the
assumption that bidders would bid up to the level of avoided costs, thereby resulting in
higher bidprices thanmight be submitted 1favoided cost information 1s not published. The
only evidence suimitted inthis case was not sufficient to support conclusions onthis 1ssue
In the case of the Central Maine Power RFPs (one RFP included avoided costs and a second
didnot), bid prices i1n the second round tracked CMP's lower avoided costs, even though
avoided costs were not provided to bidders. One camot conclude, therefore, that 1t was the
lack of publ 1 shed avoided cost information that was responsible for the lower bids.

Through thi s P, the Companies are sol1citing bids for comprehensive programs ina
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multitude of market segments, including several segments where B/C ratios of programs have
historically been close to 10. iithout having avoided cost information before preparing
thelr bids, bidders may not be able to structure cost-effective proposals, thereby providing an
unfair competitive advantage to the Companies’ proposals.

The Department has some concem that providing avoided cost informationwill lead
tobids that closely track avoided costs. However, given that the Companies are seeking
energy savings only, and that the avoided costs are primari ly avoided energy costs, the
chances of attracting over{pricedbids 1sminimal, and the opportunity for bidders to submit
cost-effectiveproposals 1senhanced. Accordingly, theDepartment finds that, inthis
iInstance, and for this P only, the provision of tenyear level 1zed avoided cost information
tobidders at the time of 1ssuance of theRFP 1 s appropr1ate. Therefore, the Department
accepts the Companies’ proposal.

C. Net-to-Gross Ratios

The Companies’ use ofnet-to-gross ratios todetermine the presentvalue of the
savings component of a proposal 1s an attempt to more closely approximate the true value of
program savings thanwould result from the use of gross savings estimates. Since the
societal costeffectiveness test 1s based onbenefits associated withnet energy savings, the
net-to-gross ratios provide some measure of assurance that a programwi Il be cost-effective
evenwhen effects such as free riders and snapback are taken into account. By applying the
same ratios to all bids - including their own - the Companies are creating a level playing
field inthisregard. At the same time, they allow for flexibi 11ty whenabidder can show that

a particular measure's net-to-gross ratio differs substantially from the default ratio. hese
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ratios wi ll not be used as the basi s for payment, but only as the basi s for determining cost-
effectiveness in the resource selectionprocess inaparticular market segment.

The Companies wi ll provide an appendix to the RFPwhi ch l 1 sts the defaultnet-to-
gross ratios aswell asdefaultmeasure lifetimes and operating hours. As long as the same
values wi ll be used to determine savings estimates for all bidders, bids wi ll be ranked
consistently on the cost-effectiveness attribute. Accordingly, the Department accepts the
Compani es' proposal regarding net-to-gross ratios anddefault measure lifetimes and
operating hours.

d. Bandwidth Cost-Effectiveness Methodology

The Compani es propose to use the bandwidthmethodologyprimarilytoallowa
marg inally cost-effective proposal to be admitted to the negotiating groupwhere itmightbe
made more cost-effective. This approach could serve to expand the pool of bids fromwhich
wiming projects couldbe selected. However, because the Companieswi ll beproviding theiar
avoided cost information to bidders, along with a I 1st of net-to-gross ratios and measure
Iifetimes and operating hours, bidders should be able to optimize their bids themselves, and
nobidwithaB/Cratioof less thanl.0shouldbe submitted. Accordingly, the Department
finds that the Compani es shouldnot apply a bandw i dth methodology indetermining the cost-
effectiveness of aproposal, and shoulddelete all references to same from the RFP.

e. Administrative Costs

The Compani es have appropriately included their administrative costs inthe cost-
effectiveress test and have allocated these costs appropriately to bids other than thelir own as

well. heir assumption that the costs would be comparable for all programs is reasonable
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absent evidence to the contrary. Accordingly, the Department accepts the Companies’
proposal regarding the treatment of administrative costs inthe costeffectiveness test for this
RFP.

However, the Department has some concerns withthe Companies’ proposal to add the
same MY cost to eachbid 1naparticular market segment regardless of the level of My
proposed by bidders. The Companies have testified that their own costs wouldbe higher
when a lower level of i/ 1s providedby abidder, but they were unable to quanti fy the
relative difference. hey stated that the response to this firstiFP of 1ts kind shouldprovide
the kind of information that wi ll allow them to make more subtle distinctions infuture
solicitations. lhile the Department accepts the Compani es’ proposal for treatment of the
Companies’ Ml costs for thi sfFP only, we expect that once sufficient informationonthe
variability of these costs has beendetermined, the Companies wi ll propose to differentiate
their costs based on differing levels of M& bid.

As far as including the ir owndevelopment anddes ign costs inthe cost-effectiveness
test, the Compani es have treated these costs as "sunk’ costs that shouldnot be used to
determine whether aprogramwouldbe cost-effective ona"togo'basis. Inaddition, the
Companies argue that to add these development costs to the cost side of the Companies'B/C
ratioswoulddi sadvantage the Companies, who, unl 1 ke otherbidders, were obl igatedto
developprogramdesigns for all customer segments, to develop thefFP, and to I 1tigate the
form and content of 1t. he Companies have included most of these costs inthe CCs that are
currently being collected from ratepayers.

MASSPIRG contends that no program design costs should be included by the
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Companies iIn the CCs unless a particular program of the Companies 1s anaward winner and
1S subsequently implemented. MASPIRG does not comment on the Companies' proposal to
exclude program development costs from the cost-effectiveness analysis.

The Department finds i1t appropriate for the Companies to exclude their own program
development costs from the cost-effectiveness analysiswhendetermining whether a program
IS cost-effective ona'to-go'basis. The Department also agrees wi th the Companies that,
unlike all other bidders, they have a unique obl igation todesign programs for every customer
sector and to submit these designs as an Initial fesource Portfol 10 along with the fFP for
review by the Department. 220 C.M.R. § 10.03(5)(a)5.

The IIMregulations mandate thatelectric companies develop and submi t DSM
program designs targeting all customer sectors at the time of submittal of anfFPsoliciting
energy savings. Department precedent allows uti 11ty compani es to recover documented

I itigation and regulatory expense through rates. See, for example, Bay State Gas Company,

D.P.U. 92-111, at 208-209 (1992). Accordingly, the Department finds that 1t 1s appropriate
to allow the Companies to recover the costs incurred to develop and l1tigate the P 1ssues,
aswell as to design the IV programs included intheir Initial fesource Portfol 1o, through
the rate category-specific CCs. The Companies must submit calculated CCsbased onthe
contracts negotiated wi'th the final award group wimers when they submit these contracts for
approval i1nPhase IV of these IfM proceedings.

The Department notes that the Companies are already recovering mostof their
program development costs through currently effective CCs. The Companies stated their

willingness to amortize some of these expenses, 1T ordered to do so. The Department
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declines to order amortizationof these development costs inthe Instant case, because these
costs were approved for recovery 1n the Companies' most recent DSM case,

D.P.U. 93-15/16, and to order amortizationat this time would add carrying costs infuture
years, thereby decreasing the amount in the budgets avai lable to be appl 1 ed to program
implementation.

C. Program Performance

1. The Companies’ Proposal

he Compani es stated that the program performance attr ibute measures the 11 kel 1thood
that a programwi ll perform as represented in the bid proposal, and the degree of protection
a proposal provides the Companies' ratepayers i1n Instances where service providers (i.e, the
winning bidders)donotperform inaccordance with the terms of the bidproposals
(Exh. C-D3M-7, at 47). A proposal 1s eligible toreceive amaximumof 2 points for this
attribute, divided into three categories: () amaximumof thirteenpoints may be awarded to
proposals based onthe level of pre-andpost-installationmeasurementactivities indicated in
the Mé/ plans submi tted wi th the proposals; (2) two points may be awarded to those
proposals that reflect consistent use of preferred standard equipment, as described by the
Companies; and (3) a maximum of five points may be awarded to proposals based on the
degree of linkage between performance and payments to service providers (1d. at 485 ;

RR-DPU-DSM-25).%

“ The program performance scor ing system described here represents the Companies'

revisionto their initiallyproposed scoring system. he initially-proposed scoring
systemcalledfor (1) amaximum of tenpoints for Mé/ plans, (2) five points for
equipment standards, and (3) a maximum of five points for payment linkage
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The first scoring category for programperformance evaluates the M§/ plans that
biddersare requiredto include intheirproposals. The M/plans must clearly indicate the
procedures to be used to establishbasel ine (1.e, preliMmeasure installation) energy usage
and operating characteristics, and to verify post-installation energy anddemand savings
(Exh. C-DSM-7, at 48). For proposals targeting the small andmedium/large Cél retrofit
markets, there are three scoring levels for M/ plans (1d.). The threshold level, Level 1,
requires, for each end use, () engineering estimates of all savings (weather adjusted, where
appropriate), prepared by a Massachusetts Registered Professional Engineer and
(2 pre-installationmetering ofhours-of-use. AnM§/planthat includes this level of
activitieswouldreceive zeropoints (id. atX). loqualifyaslLevel 11, anMd/ planwould
be required to include Level I activities plus pre-installationmetering of demand usage. An
M/ plan that included this level of activitieswouldreceive five points (id.). Finally, to
qualifyaslevel 111, anM¥planwouldbe required to include Level Il activitiesplus
post-installationmetering of energy and demand usage. An M/ plan that included this
level of activities would receive thirteen points (id.; MR-DPU-DSM-25).

For proposals targeting the residential retrofit markets, the number of MM/ scor ing
levels depends on the end use. For bui lding envelope and thermostati c control end uses,

there are two scoring levels for M& plans (Exh. C-DSM-7, at 51). The threshold level,

(Exh. C-DSM-7, at 49). The Companies stated that, to satisfy the Department's
objectives regarding performance-based payments, they have reallocated three points
from the equ i pment standards category to the M/ plan category, to be awarded to
those proposals that conform to the highest Mé/ standards 1n each market segment
(RR-DPU-DSM-25).
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Level I, requires () onsite infiltration testing, and () engineering savings estimates based
on the Degree Day Analysis Method. AnM&/ plan that includes this level of activities
wouldreceivezeropoints (id.). loqualifyaslLevel 11,anMi/planfor these enduses
would be required to include () on-site infiltration testing, and () engineering savings
estimates basedonthelariable Degree Day Method.” AnM&/ plan that includes this
level of activities would receive thirteen points (id.; R-DPU-DSM-25).

For all other residential retrofit end uses,”® there is only one scoring level for M/
plans (Exh. C-D3M-7, at 51-52). The threshold for these end uses requires that engineering
savings estimates be reviewed and adjusted as necessary by the Companies. Proposals that
meet the threshold requ i rement for these end uses would receive thirteenpoints (id.;
RR-DPU-DSM-25).

For proposals targeting the new constructionmarkets, both residential and Cil, there
1s only one scoring level for Mél plans (Exh. C-DSM-8, at 32-33). The M&/ threshold
for new constructionrequires that () basel ine energy and demand usage be determined using
existingbuilding codes and standards, and (2) eng ineering estimates of post-installation
savings be prepared by aMassachusettsfegistered Architect or Professional Engineer and
approved by the bui lding owner and the Companies. Proposals that include this level of

M/ activities would receive thirteen points (id.; R-DPU-DSM-25).

5 e \ariable legree Day Methad iis a more sohisticated moel for heatdoss calaulatias
than the Degree Day Analysi s Method (for a description of the two models, seet'r. 4,
at 115-116).

% hese end uses are lighting, domestic water heating, ad refrigeration and air
conditioning.
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The Compani es maintain that the My thresholds were based on 1ndustry experience,
including data from the Association of Energy Engineers (Companies Brief at19). The
Compani es contend that the thresholds remove marketbarriers to participate inthefFP in
that they provide bidderswith the flexibil ity todetermine the level of W activities they
are able to provide (1d.). The Companies also contend that the Md/ scoring structure
provides an appropriate incentive for bidders to include more rigorous M protocols.
They assert that the scoring structure "allows the market to determine the appropriate
trade-offs betweenreceiving ahigher score inthe programperformance attr ibute versus
foregoing points in the cost-effectiveness attribute to the extent that greater verification
results 1n higher costs and bid prices" (1d. at 18).

The second scoring category for programperformance evaluates the equipment
standards contained 1n each bid proposal and 1s worth two points. The Companies state that
they developed threshold and preferred equipment standards for five technology classes:
controls, burlding improvements, 11 ghting, motors, and variable frequency drives
(Exh. C-DSM-8, App. B). The Companies assert that the purpose of awarding points to
proposals that meet the preferred standards Is to 'maximize long-term customer satisfaction;
to obtainenergy efficiency improvements, and to attain the persistence of savings necessary
to ensure cost-effectiveness" (Companies Brief at 19).

he third scor ing category for program performance evaluates the amount of I inkage

betweenpayments to service providers and the results of the service providers' M
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activities, as specified inthe project-specific Ml memoranda,” and the Companies' pre-
and post-installationverification activities (Exh. C-DSM-7, at 49). As a threshold
requirement, bidders that propose mediunvlarge Cil retrofit programs are required to spread
the recovery of at least i percent of the ir total payments over a sevenyear period, up to a
maximum ofilpercent of total payments (i1d. at 50-51). Badders thatpropose small Cél
retrofitprograms are required to spread the recovery of at leastdpercent of their total
payments over a three-year period (1d.). There are no such threshold requirements for
proposals targeting the residential retrofit and the new constructionmarkets (id). Proposals
that exceed the minimum requirements (i.e., those that spread a higher percentage of total
payments over the program term) receive up to a maximum of five points (id.).
The Companies assert that an important element in the fRFP Is the requirement that
payments be | inked to performance (CompaniesBriefat 2-21). They maintainthat, ata
mianimum, no payments wi ll be made to service providers until measure installation
verification 1s complete (1d.). he Companies contend that the appropr 1ate level of payments
to service providers that Is required to be spread over the program term 1s dependent upon
the market sector be ing considered. hey assert that overly stringent payment thresholds for
certainmarket segments, such as the new construction and residential retrofit sectors, could
excludepotentially cost-effective proposals (id.). The Companiesnote that, inadditionto

performance-based payments, the fFP includes provisions for completion, persistence, and

A Roposals may be conriisad of several idividual pojects. Avposals that are included
in the final anard group are required t suimit projectspecific M memoracia for the
Comanies’ ggroval. he projectspecific W protocols must be consistent with the
procedures included 1n the proposals' overall M/ plans (Exh. C-DIM-7, at X).
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front-loading security, so that ratepayers are financially protected in instances where a
service providerdoesnotperform inaccordance wi th the terms of the bidproposal (1d.).

2. Standard of Review

he Department has previously stated 1ts pol icy objective ofhaving electric companies
move toward performance-based cost recovery of DSM expenditures. llestern

Massachusetts Electric Company, D.P.U. 89-260, at 93 (1990) ; Massachusetts Electric

Company, D.P.U. 89-194/195, at 150 (1990). Most recently, the Department stated that, as
preapproval ofDSMresources takesplace inthe contextofelectriccompanies’ IfM
proceedings, service providers, including the electric companies, will be expected to propose
cost-recovery mechanisms inwhichpayments are linked to verified and measured

performance criteria. See Boston Edison Company, D.P.U. 90-33, at 138 (1992).

3. Analysis and Findings

The Department mustdetermine whether the Companies’ programperformance
attribute satisfies the policy objective of performance-based payments to service providers.
Program performance can be measured using different M/ techniques. One M
technique requires verification that () basel ine energy and demand usage data are determined
In an appropr 1ate manner, (2 engineer ing estimates of the performance of installed DM
measures are determined inanappropr 1ate manner, and (3) all DSM measures are installed
properly andas indicated inthe project specifications. he Companies require that proposals
targeting all market sectors include at least this level of i/ activities.

A more rigorous performance W/ technique employs metering devices to measure

pre- and post-installation energy and demand usage. For proposals targeting the small and
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medium/large Cél retrofitmarkets, this level of MMlactivitywouldbe classifiedasa
Level 111 M&/ plan and would receive the highest points inthe Mil scoring category.
An agjective of this conpetitive solicitation i1s to acquire information about the levels
and costs of DM services that canbe obtained from the competitive marketplace. The
Department recognizes that, to be successful inthis objective, the program performance
thresholds must be establ 1shed so as to stri ke a balance between encourag ing a broad range of
service providers to participate In the solicitation ad protecting ratepayers against the risks
of Inadequate performance. Inaddition, the Department recognizes that the program
performance scoring criteriamustsendthe appropriate signalstobidders regarding the
importance ofvarious levels of Ml activities so that bidders may we 1 gh the tradeoff
betweenreceiving ahigher score inthe programperformance attr ibute versus Incurring
additional costs and risks associated with more rigorous M{/ activities.
The Department finds that the Companies’ program performance thresholds
appropriately strike the balance described above. The thresholds ensure thatno paymentwi ll
be made to serviceprovidersuntil the Companiesverifythatsavings estimates are
determined 1n an appropriate manner and that DSM measures are installed properly. All
payments may be adjusted to reflect the results of the Companies' verificationactivities. At
the same time, the thresholds allow service providers who are not capable of providing
sophisticated metering services and who require a certain level of front-loaded payments

(i.e., payments that are not spread over the program term) to participate inthefFP.2 The

28 As stated above, proposals targeting the small ad mediumlarge Gl retrofit markets
are requirad to spread the recovery of at least 3 ad 9 percat, respectively, of teir
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Department notes that the F's security requirements protect ratepayers against front-loaded
payments to service providers (see SectionVll.A, infra).

The Department further finds that the program performance scoring criteriasend the
appropriate signals to bidders regarding the value associated with more rigorous and more
precise M techniques. For example, inthe Cil retrofit markets, proposals wouldbe
awarded five points for including Level 11 M/ plans and thirteenpoints for including Level
111 M&/ plans. The Department notes that service providers who provide pre- and
postinstallation metering activities that exceed the threshold requirements incur additional
costs associated with the more rigorous metering activities (i.e, the costof installing and
maintaining the metering equipment). Inaddition, these service providers bear greater
performance risks associatedwith the more precise M/ techniques. The Department finds
that the additional points awardedtoLevel 11 and 111 Mi/plans allow proposers toweigh
appropr 1ately the tradeoffs betweenhigher scores inthe Ml category and the associated
higher costs and risks.

Inthe residential retrofit market (with the exceptionofbuilding envelope and
thermostati c control end uses) and the new construction market, no additional points would
be awarded to proposals that exceed the thresholdMd/activities. The Companies testified
that, based on their experience and the experience of their consultants, they determined that it
1s unlikely that bidders 1n these markets would be able to provide W/ activities that exceed

the threshold levels 1n a manner that would provide real value to their ratepayers (Ir. 1,

total payments over the program terms. here are no such requirements for proposals
targeting the residential retrofitand the new constructionmarkets.
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at 109-113; Tr. 2, at 66-70). The Department finds that, because of the importance of
ensuring thatwiniing proposals are viable and, thus, wi ll provide real value to ratepayers,”
the Mi/ scoring criteriafor these markets are acceptable. liithrespecttobuilding
envelope and thermostatic control end uses In the residential retrofit market, the Department
finds that the thirteen points that would be awarded to proposals that uti l1ze the more
sophisticatedVariable Degree Day Method appropr 1ately reflects the value provided to
ratepayers through the more precise heat-loss calculations provided by this model.

llith respect to the scor ing categorywhichassesses payment 1 inkage, the Department
finds that the points that would be awarded to proposals that exceed the minimum
requirements for payment l inkage (1.e., those that spread a higher percentage of total
payments over a program's term) appropr iately reflect the additional value these proposals
would provide to ratepayers. The Department finds that the maximum of five points that is
available inthis category allows bidders towe1gh appropriately the trade-off between higher
scores Inthis category and the additional performance risks (pecause payments are based on
the results of the bidders’ and the Companies’ i/ activities)associatedwith spreading
payments over the program terms.

Finally, the Department finds that the two points awarded to proposals that meet the
preferred equipment standards developed by the Companies appropr 1ately reflect the added

value that programs that exceed the threshold equ 1 pment standards would offer ratepayers.

2 The Departmentnotes that, because this is the first comprehens 1 ve DMRFP

inpdereiad i Messadusetts it 1s prtiadlady inportat o esure te viability of te
winning proposals.
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Basedonthe analysisprovidedabove, the Department finds that the Companies’
program performance attribute satisfies the policy objective of performance-based paymernts
to service providers. Accordingly, the Department accepts the program performance
thresholds and scoring criteria as proposed.

D. Marketing Plan

1. The Companies' Proposal

he marketing plan attribute measures the likel1hood that program bids wi ll be able to
successfully target and reach customers (Exh. C-DM-5, at 14). The Companies proposed to
awardlbpoints to those bidders whose proposed marketing plans meet standards inthe
following criteria: customer acceptance, market research andval i1dity, target market and
saturation, appropr 1ateness of promotional tactics, controls and continuity, and whether or
not the plan targets 'hard-to-reach" customers (Exh. C-DSM-7, at 54-55).

'‘Customer acceptance' 1s qual itatively assessed based onwhether or not the proposed
measures are l1kely to be acceptable to customers. his criterion 1sworth four points (1d).
Bidders who provide signed contracts and/or letters of intent to implementDMmeasures in
customer facilitieswill be scoredmore favorablyonthis criterion(id). Marketresearch
and validity' refers to the qual 1ty of the market potential analysis provided by a bidder and 1s
worth up to two points (1d. at 55-5). Target market and saturationplans' are evaluated
based onplans for penetrating a givenmarket sector and proposals for marketing the
proposed DM measures to targeted customers. This criterion isworthup to twopoints
(1d.). "Appropr 1ateness of promotional tactics'measures the degree towhi ch the proposed

promotional tactics are reasonable with regard to the customers targeted and the DSM
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measures proposed. This criterion isworthone point (1d.). "Controls and continuity'
includes the procedures used to measure and control the progress of program implementation
and includes milestones for program completion. This criterion 1s worth one point (1d.).
llith respect to the mi lestone schedule, the Companies indi cated that should Company bids
be selected, they would be subject to the same performance mi lestones as would third party
bidders (Companies Reply Brief at 6-7).

The remaining five points to be awarded are based on the degree to which the plan
targets 'hard-to-reach' customers (Exh. C-DSM-7, at 56). The Companies define "hard-to-
reach’' customers as the following: residential low-income, public housing, multifamily,
rental properties, elderly, schools, and government facilities (Exh. C-DSM-5, at 16).

2. Standard of Review

In D.P.U. 86-36-F, the Department required electric companies to analyze DSM
potential in each sector, analyze market barriers to customer participation in costeffective
DM opportunities, anddes ignprograms that overcome those marketbarriers at the lowest
possible cost to ratepayers overall. 1d. at26. Inaddition, the Department specified that
companies should pay ‘particular attention' to hard-to-reach sectors including low-income
residential customers, rental housing, small commercial customers and institutions.
1d. at 26-27.

kegarding mi lestone schedules, the Department has determined that "in order to
prepare aviable [project] proposal, a developer would have to consider carefully the
max 1 mum amount of time that would be needed to complete each stage of a proposed

project." Boston Edison Company, D.P.U. 90-270, at 158-159 (1991). The Department
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found that a milestone schedule 1s an appropriate indicator of whether a projectproposal 1s
viable, and should be included as a threshold requirement. Id. at159. Inaddition, the
Department found that 1twas appropr i1 ate to award points for adeveloper'swill ingness to
accept penalties for failing to meet a milestone schedule. 1d.

3. Analysis and Findings

The purpose of this section is todetermine whether the Companies’ proposed
marketing plan attribute fulfills the requirements outlined in the Department’'s IfM
regulations and 1s consistent with Department precedent regarding DM and supply-side
resource procurement.

A threshold for "controls and continuity' requires thatbidders submitamilestone
schedule along with plans for controll ing the progress of program measure implementation.
The Department notes that in the absence of any explicitpenalties associatedwith the
mi lestone schedule, there 1s an incentive for abidder to propose anoverly ambitious
inplementation schedule to achieve a higher rankking, without the abil ity tomeet this schedule
once the implementationbegins. The Department finds thatbidders couldbe awarded
contracts inpartbased onanambitious implementationschedulewhichthey cannotachieve,
resulting Incustomers not receiving M services andprojected savings not being realized in
atimely manner. Therefore, the Companies are directed to require a l inkage between the
retum of project completion security to bidders and the milestone schedule such that financial
penalties wi ll accrue to bidders who are unable to meet their proposed mi lestone schedule.
SeelSectionVll.Al, infra. liththissingle exception, theDepartment finds that the

structure and we 1ghting of the marketing plan 1s appropriate and accepts 1tas proposed.
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E. Comprehensiveness

1. The Companies' Proposal

The Compani es have included comprehensiveness as one of the attributes inthe
ranking system inorder to creditprograms that produce comprehens ive DSMprojects and
avoid lost opportunities (Exh. C-DOM-7, at ). Comprehensiveness was assigned a relative
we 1 ght of ten percent for the purpose of ranking proposals (id. at 14).

he Companies stressed that this attribute isdifficult toscorequantitatively, since
attaining comprehensiveness and avoiding lostopportunities requires a unique set of program
characteristics in eachmarket segment (id. at¥). For this reason, the Companies have
definedthe minimumthresholds andscoring criteriaforthe comprehensiveness attribute
separately for eachmarket segment (1d.). The Companies’ proposedrFP provideddetailed
tables Indicating the end uses and techhologies that constitute market segment thresholds and
that will be used for scoring proposals that meet the thresholds (1d. at 59-64).

The Compani es stated that the threshold levels for the comprehensiveness attribute
were establ 1 shed to ensure that proposed programs wi ll not lead to any significant lost
opportunities, and that the scoring criteriafor this attribute were establ 1shed to credit
programs that include comprehensive DM projects (Ir. 1, at 141-142). The Companies
proposed to score comprehensiveness intwo parts. Inthe firstpart, uptoeightpointswill

be awarded based ona qual i tative assessment of (1) the width and depth of proposals,”

¥ The 'width'of aproposal measures the range of enduses treatedwithinafacility

(Exh. C-DSM-5, at 17). The "depth" of a proposal measures the comprehensiveness
of technologies to be applied within a particular end use (1d.).
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(9 the adequacy of moni toring and evaluationplans to ver i fy comprehens iveness, and (3) the
linkage of contract payments to the comprehensiveness of installations at relevant facilities
(Exh. C-D3M-5, at 18). In the second part of the scoring, up to two points will be awarded
based on the breadth of market coverage of proposals (id.). The Companies stated that this
two-part approach recognizes that 1t 1s important that proposals not only claim, but also
guarantee, that installations will be comprehensive (i1d.).

2. Standard of Review

The Department’'s IM regulations require that a company's ranking system evaluate
the qual ity of output or savings. 220 C.M.R. § 10.03(10)(d)3. For DM projects, this
component of the ranking system must include consideration of the degree to which projects
address cream-skimming and lost opportunities. Id.

3. Analysis and Findings

The Department finds that the Compani es’ comprehensiveness attr ibute appropriately
addresses lost oportunities as a threshold 1ssue, ad provides for the review and crediting of
programs that are more comprehensive than other proposals i1n the same market segment.
The Companies have included adetailed and clear presentation of the factors to be
consideredand the method thatwi 1l be used inevaluating proposalswithrespectto the
comprehensiveness attribute. Therefore, the Department finds that the Companies’
comprehensiveness attr 1bute, and the presentationof 1ts scor ing procedure, complieswiththe
relevant portions of the IIM regulations. Accordingly, the Department accepts the

comprehensiveness attribute as proposed by the Companies.



D.P.U. 91-234-A Page 50

F. Proposer Qualifications and Financial Strength

1. The Companies' Proposal

The Compani es proposed to award up to tenpoints, evenly divided, to bidders based
ontheirproposer qual ifications and financial strength (Exh. C-DM-5, at2l). The specific
criteriato be evaluated under proposer qual ifications include successwithsimilar
programs/projects, relevant experience, customer satisfaction and qual ity assurance, and
programstaffing (Exh. C-DM-7, at 66-67). The"'successwithsimilarprograms'criterion
refers to abidder's experience with other DM competitive solicitations (r. 1, at 16). The
‘relevant experience’ criterion refers to all other experience which a bidder possesses that
may contribute to the ultimate success of the program (1d. at 145-146). The "customer
satisfactionandqual ityassurance'criterionreferstoabidder'sdemonstratedabi lity to
ensure customer sati sfaction and qual 1ty assurance and contains a provision that proposals
include procedures for addressing customer complaints (Exh. C-DSM-7, at 67). The
program staffing' criterion refers to abidder’'s responsibility to specify qualified persorel
for key functional areas such as marketing and implementation (1d. at 66). iithineach
market segment, the program exhibiting the strongest bidder qual ifications wi ll be awarded
five points, the weakestwi ll receive zero, and proposals which lie inbetweenwilll receive
points based on linear interpolation. (Exh. C-DSM-5, at 21).

The financial viabil 1ty of both the bidder and the proposal wi ll be considered
(Exh. C-DSM-7, at 67). The financial strength of the bidderwill be evaluatedbased on
audi ted financial statements and "conventional financial indicators'(Ir. 1, at 147-148). The

financial viabil 1ty of the proposed program wi 1 be judged based on pro forma cash flow
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statements for the programand 1ts congruence withthebidder's financial strength
(Exh C-DSM-7, at 68). Inaddition,bidderswhodemonstrate throughsigned letters of
commitment or equivalent documentati on that they have obtained financing for a proposed
programwi Il be awarded more points (1d.). Linear interpolationwi ll be applied for financial
strength 1nthe same manner as indicated for bidder qual i fications, above, (Exh. C-DIM-5,
at 21).

2. Standard of Review

The Departmenthas specified inthe IIMregulations that the experience of the
projectdeveloper shall be considered. 220 C.M.R. §10.03(10)(d). Previousdecisions of
the Department have affimed that badder experience 1s an appropriate measure of potential

project success. Boston Edison Company, D.P.U. 90-270, at 156 (1991). The IM

regulations also indicate that the likelihood of success of a project shall be evaluated based on
financial arrangements completed and financial resources available, interalia.
220 C.M.R. § 10.03(10)(d).

3. Analysis and Findings

The successful implementationof aDMprojectwi ll depend, 1npart, on the depth of
the training and experience the bidder brings to thatproject. In light of the Companies' past
performance, and the currenteconomicdifficulties of theregion, it isparticularly important
that the opportunity to implementDSMmeasuresbe limitedto experiencedbidders. See

Cambridge ElectriclLight Company/Commonwealth Electric Company, D.P.U. 92-218, at 9

(1993). DSM measures are fundamentally di fferent from supply side projects inthat they

require bidders to market the product directly to the Companies' customers. Because these
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measures will be installed 1n the homes and facilities of customers, 1t can be assured that the
customers will place a premium on quality and service.

The financial strength of both the project and the bidder i1s also of importance. The
IM regulations explicitly state that the financial resources of a bidder shall be used to
evaluate the li1kely success of aproject. By including a requirement that bidders provide
financial projections for individual projects, the Companies should be able to determine the
congruence of the project with the bidder. The failure of bidders to provide DM services
they have contracted to provide can have negative consequences. he immediate impact 1s
that customers who were expecting DM services may lose the opportunity to have these
measures installed, thereby losingprojectedsavings. Inaddition should a bidder leave the
market, the long-term effect would be to erode the DM infrastructure which could reduce
the competitiveness of future M solicitations. By evaluating the financial strength of a
bidder and of eachproposal, the Companies shouldbe able tobetter determine the 1 kel 1hood
of abidder's success in implementing the proposed program. The Department finds that the
Companies’ proposal regarding bidder qual ifications andfinancial strength 1s appropriate and
reasonable. Accordingly, the Department accepts the Compani es' proposal regarding the

structure and weighting of this attribute.
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G. Customer Contributions

1. The Companies' Proposal

The Compani es proposed to ensure customer contributions® throughminimum
thresholds and a point system specific to the various market segments (Exh. C-DSM-7,
at 69-10). The Companies proposed to require programs targeting the medium/large Cél
class to include a minimum customer contr 1bution of 2) percent of the total costs as defined
for the cost-effectiveness analysis, withall costs expressed onapresentvalue basis (1d.
at 69). The Companies also proposed to award up to ten points for proposals that
Incorporate a customer contr 1bution that exceeds the minimum thresholduptoa'scoring
maximum"' specified for each market segment (1d. at 70).

The customer contribution scoring maximum IS a pre-set cap on customer
contributions based on a percentage of total costs for whi ch the Companies would award
points (1d.). For example, two bidders that propose a customer contributionof 5 percent
and X percent, respectively, 1namarket segment where the scoring maximum is X percent
wouldbothrece ive the maximumtenpoints associatedwi th the customer contribution
attribute (id.). The proposed customer contribution scoring maximum §s 60 percent for

medium/large Cél retrofitprograms, X percent for medium/large C&l new construction

. Customer contr ibution for proposals not made by customers of the Companies iIs

defined as the proportion of the direct installed costs, including materials and
installation labor, to be paid by customers receiving DM measures through a
proposed DSM program (Exh. C-DSM-7, at 69). For customer proposals, customer
contribution isdefined as the presentvalue of all costs includedwithinthe cost-
effectiveress analysis associated with the proposed project minus the present value of
all payments made to the relevant customer by the Companies (1d.).
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programs, and 35 percent for all other market segments (i1d.). The scoringmaximumis
designed to discourage programs that incorporate unreal istically high expectations about
attainable customer contributions (1d.). For eachmarket segment, tenpointsare linearly
distributed between the threshold and the scoring maximum (Exh. C-DSM-5, at 23).

The Companies indi cated that the minimum thresholds and the scoring maximums
were derived through an extensive review of DM programs invar ious parts of the country,
and parti cularly those programs recently implemented and subject to regulatory scrutiny in
Massachusetts and the New England region (Exh DPU-DSM-19). The Companies also
evaluated the minimum thresholds and scoring systems appl 1ed to customer contributions
withinthe context of DSMRFPs, such as those 1ssued by the Niagara Mohawk Power
Company, Central Maine Power, and Orange and Rockland Util ities (R-DPU-DSM-9).

he Companies indicated that no minimum customer contr 1bution thresholds were set
for any rate category except medium/large C&l because theydidnotwant todiscourage
competition inresponse to thefFP (1.e., they did not want to 1 imi t the number of bidders
responding) (Ir. 1, at 167). The Companies and the ir consultants stated thatbidders inthe
DM market are quite sensitive to apotential overload of bidding requirements (i1d. at 19).
Rather than Impose many requ i rements onbidders, the Compani es stated that the 1 r proposed
P provided sufficient incentive to bidders to seek out customer contributions (id. at 16).

Regarding the scor ing maximums proposed, the Compani es stated that they were
particularly concemed about bidders who couldnot del iver the customer contr ibutions that
theybid (1d. at 167). The Companies stated that they did not bel 1eve that the market could

adequately regulate 1tselfagainst bids thatwere overly optimistic (1d). he Companiesalso
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stated that the scor 1ng maximums were highenough to provide incentive tobidders to seek
out the maximum realistic customer contributions (id. at 167-168).

2. Standard of Review

In lestern Massachusetts Electric Company, D.P.U. 92-13, at 11 (1992), the

Department directed IMECo to continue to actively investigate and implement increased

customer contributions in 1ts conservationprograms. InMassachusetts Electric Company,

D.P.U. 92-217 at 7 (1993), the Department reiterated 1ts intent to Iincrease customer
contributions, stating thatMECo's proposals to introduce customer contributions inthe
fesidential pace Heating Program and to study the feasibil ity of implementing customer
contributions 1nother programs were consistentwithour policy as stated inD.P.U. 92-13.

3. Analysis and Findings

The Department finds that the Compani es’ proposal regarding customer contributions
1S reasonable and appropr 1 ate for the purposes of the Instant proceeding. The Department,
however, directs the Companies, for the purposes of their next I proceeding, to analyze
the responses to the RFP and the actual 1mplementation of DSM for the following
considerations. (I) whether the minimum customer contr ibutions can be increased without
significantly reducingbidder response ; () whether the maximumcustomer contr ibutions can
be Increasedwithout significantly increasing nonperformance ; and (3) whether the customer
contribution minimums and maximums for each market sector should be developed as a
function of the payback period oncustomer investments. The Department further directs the
Companies to submit the results of this investigation inPhase I of theirnext 1M

proceeding.
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V. RANKING SYSTEM AND PROJECT SELECTION PROCESS

A. Introduction

Evident throughout the Department’'s Orders address ing resource procurement 1s the
expectation that competitive processes will yield the lowest cost resources for ratepayers.
See D.P.U. 89-239, at 1-5 (1990); D.P.U. 86-36-F at 37-48 (1988). However, the
Department has recognized that a host electric company might have a substantial incentive to
distort a resource solicitation so as to areate a process that would result 1n the selection of Its
ownresource proposal over proposals thatwouldbe selected through a truly competitive
process. 1d. 62-64. Accordingly, to ensure that fair, competitive solicitationsoccur, the
IMM regulations call for the Department to review (1) prospectively, inPhase I of the IMM
proceeding, an electric company's RFP(s) and resource selection process, then
( retrospectively, inPhase 111 of the IM proceeding, a company's implementation of the
approvedresource selectionprocess and the resulting award group. 20 C.M.R. § 10.03;
220 C.M.R. § 10.05. This IM review framework was carefully designed to: (1) balance
the confl icting goals of providing for a flexible resource procurement procedure and ensuring
that company decisions would be sufficiently reviewable to preclude host company self-
dealing; (2 enable the Department to determine whether the resources to be preapproved
represent the most rel 1able and least-cost resource mix; and ) minimize and simpl i fy future
Department reviews of award-group ranking and disqualification disputes.”

This Sectionpresents the Department’'s Phase 1 review of the Companies’ proposed

2

w

ee, e.g., D.P.U. 86-36-C at 111-112 (1988); D.P.U. 86-36-F at 61-64, 76-718;
D.P.U. 86-36-G at 13-50 (1989); and D.P.U. 89-239, at 29-36.
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project selection process, including a review of the appropr 1ateness of the relative weights
assigned to each of the FP's project selection criteria (i.e, the program attributes). For a
presentation of the content, description, thresholds, and scor ing procedures within each of the
RFP's program attributes, see Section 1V, supra.

B. The Companies' Proposal

1. Project Selection Process

The Companies proposed to implement 1dentical andparallel project selection
processes for Cambridge and Commonwealth that provide for direct competition between
projects withineach of eight market segments defined 1n the RFP (Exh. C-DSM-4, at 15).
For each company, the e 1ght market segments correspond to four major rate categories
(residential non-heat, residential heat, small Cil, and medium/large Cél), wi th two market
‘types’ (hew construction and retrofit/equipment replacement) in each rate category (1d.).

The Companies’ proposed selectionprocess 1s comprised of three components:
() project screening; (9 project ranking and resource optimization; and (3) competitive
negotiations (Exh. C-DSM-7, at 30-33).

The Companies proposed to first screen project proposals for clarity and completeness
to ensure that they complywiththe filing requirements of theRFP (1d. at ). Bidders
would have the opportunity to respondwithintenworkingdays to any clarificationrequests
1ssued by the Companies (1d.). Projects would then be screened to determine i1f they meet
the eligibility requirements andminimum thresholds for eachprogramattribute specified in
the RFP. Bidders who submit proposals that do not meet these requirements and/or

thresholds would be notified of disqual ificationwithin 5working days of the opening of the
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proposal response package (id. at 3l).

After screening, the Companies proposed to score each remaining proposal with
regard to the sixprogram attr ibutes and to rank the proposals withineach of the eight market
segments according to total attribute score (i1d). he Companies proposed to select projects
inrank order from each market type (i.e. new construction and retrofit/replacement) withina
givenrate category until the total of annual payments over the proposed program terms
reaches the preliminary budget allocation for that rate category (id. at 31-32).%

Following this initial ranking of projects, the Companies proposed to evaluate each
proposal individually to determine how efficiently itwould interact with other Company
resources (Exh. C-DSM-2, at 13). This"optimization'processwouldaddress, inpart,
1Ssues conceming comprehensiveness of the services that wouldbe provided by the proposals
and the potential for overlapping programs (Exh. C-DSM-7, at 32). The Companies expect
that, since thefFP 1s for energy savings only, the effortnecesary to optimize the Award
Group would be minimal (Tr. 2, at 48-49).

The result of the screening, ranking, and optimization steps of the Companies’
resource selection processwould be a'prel iminary negotiations groug' for each rate category
(Exh. C-DSM-7, at 32). The Companies intend to negotiate with every bidder in the
prel iminary negotiations groups with the goal of entering into a set of contracts that, as a
whole, 1s most consistent with the fFP objectives and the final budget allocations for each

rate category (1d.).

# Pursuant to 20 CMA. § 10.04(), the prel iminarybudget allocationwouldbe equal

to 130 percent of the final budget allocation.
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The Compani es proposed to submit eachnegotiated contract to the Department for
approval following the negotiation phase. The contracts would become effective upon
Department approval (1d. at %).

2. Relative el ghts of Program Attributes

The Compani es proposed to conduct the initial ranking of project proposals within
eachmarket segment based on the sixprogram attributes 1dentified inthefFP. The
attributes and their relative weights are as follows: (I) Cost-Effectiveness, percent;
(2) Program Performance, 20 percent; (3) Marketing Plan, 15 percent;

(4) Comprehensiveness, 10 percent; (5) Proposer Qualifications, 10 percent; and
(6) Customer Contribution, 10 percent (Exh. C-DSM-7, at 13-14). The attributes and
relative weights are consistent across all market segmernts, but apgpl 1cable thresholds and the
method for scor ing proposals withinan attribute are defined separately for each market
segment (1d. at 13).

he Companies assert that these attr 1butes were chosenbecause they were judged to
reflect accurately the Department’s pol 1 cies and the national experience withDMbiadding
(Exh. C-DSM-5, at 5). The Companies found that the national experience with DM RFPs
revealed that the maiin resource selection criteria used to score proposals are fairly cosistet
from one RFP to the next (Exh. C-DSM-4, at 14).

Todetermine the appropr 1ate relative we 1ghts for eachattr ibute, the Companiesfirst
examined the Department's IM rules, D.P.U. 89-239, and other 1M and DSM-related
Orders regarding the Department's policies on DM (Exh. C-DSM-5, at 6). Next, the

Companies reviewed attributes and we 1ghts used 1n other DMRFPs 1ssued in the lnited
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States, how these we i1ghts related to the fFPs’ objectives, and how these we 1 ghts may have
influenced the results of the fFPs (1d.).

3. Independent Evaluator

The Compani es proposed to use an independent evaluator (‘evaluator’) to oversee the
proposal evaluation process and to advise the Companies regarding the ranking of proposals
for attributes for which it is not feasible to use an a priori set of quatitative scoring criteria
(Exh. C-DSM-7, at 42). The Companies consider the use of an evaluator important to
ensure that all potential bidders view the resource-selectionprocess as fair (Exh. CDIW,
at 12).

The Compani es stated that the evaluatorwouldbe selected througha competitive
solicitation, adwouldbe responsible for directly coducting an initial bidevaluation process
according to the evaluator's workplan as proposed 1n response to the solicitation
(Exh. DPU-DSM-31).* The Companies proposed that, based on the evaluator's
recommendations and any optimization of the inatial bid ranking (whichwould be conducted
directly by the Companies), the Companies would file their proposed negotiations group with
the Department (Exh. DPU-DSM-31; Exh. C-DSM-1, at 12). The Companies indicated that
they would state the reasons for any Instance where the Companies’ proposed negotiations
group differs from that recommended by the evaluator (Exh. C-DSM-1, at 12). The

Compani es stated that the evaluator would provide a report, summarizing the evaluator's

¥ The Companies expect that this workplan would be based upon the "general

guidelines"developed by the Companies and approved by the Department inthis
proceeding (Exh. DPJ-DSM-25). The Companies have not yet 1ssued an RFP to
select the evaluator (1d.).
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ranking recommendations as well as the evaluator's comments on those portions of the
evaluation conducteddirectly by the Companies. The evaluator's report wouldbe attached to
the Companies’ proposed negotiation group filing with the Department (Exh. DPU-DSM-31 ;
Exh. C-DM-1, at 12). The Compani es noted that the evaluator wouldnotbe involved with
the negotiation phase of the project selection process (Ir. 2, at 38).

C. Positions of the Parties

L. MASSP I1RG
MASSPIRG contends that, wi th the help of outside consultants, "the Companies have
proposed a reasonable approach to the difficult problems involved in DM ... RFPS"
(MASSPIRG Reply Brief atl). Noting that the proposedfFP i1s the firstof itskind inthe
Commonwealth, MASPIRG recommends that the Department not order significant revisions
to the RFP's project selection process (id.).

2. The Companies

he Companies assert that the schedule for the sol 1citation process was developed
based upon the IM regulations and the Department’'s May 29, 1992 Procedural Order
(Companies Brief atil). The Companies argue that the schedule, including the method by
whichbids will be evaluated and selected, 1s reasonable, appropriate, and consistent with
Department regulations and precedent, and thus should be accepted by the Department (id.
at 48).

D. Standard of Review

The Department's IIMregulationsrequire thatanfFP containall information

necessary forprojectdevelopers to understand and compete fairly inthe company's
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solicitationprocess. 220 C.M.R. § 10.03(10)(a). Inparticular, anfFP must explain the
rank 1ng system and any other component of the company’s process for selecting project
proposals for the award group, as well as the negotiation and contracting procedure.
220 C.M.R. § 10.03(10)(c).

he Department's IM regulations establ1sh a framework for resource solicitations
thatwas desi1gned to faci l 1tate Department review of a company's proposed resource plan
while providing for maximum flexibality in the company's resource selection process.
D.P.U. 89-239, at 32-33. InPhase | of the IM proceeding, the Department reviews a
company's P to ensure that the fFP's project selecti onprocess compl ies wi th the resource
solicitation framework set forth 1n 220 C.M.R. §§10.00 et seq. AnRFP must include a
project rarkking system that gplies relative weigits to major categories of resource selection
criteria inorder to 1dentify the relative importance of these categories inselecting
resources.® 20 C.M.. § 10.03(10)(d). The ranking system must specify qualitatively
how the criteria are appl1ed to proposals and may be, but need not be, self-scoring. Id. A
company 1srequiredtosubmitsufficientdocumentationofthe assumptions, models, and
other information to justify the project selectioncriteriaandshall identify any reasons that
may cause the company to deviate fromthe projectranking system indetermining the

proposed award group. 1d.

¥ he regulations identify certainspecificcategoriesofselectioncriteria that shall be

part of the ranking system, including price, qual 1ty of output or savings, timing of
output or savings, and project feasibility.
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E. Analysis and Findings

The Department finds that, as fi1led, the Companies’ proposal for the RFP ranking
system ad project selection process 1s cosistat with the resource solicitation process set
out intheDepartment’'s IMMregulations. The Department finds that the Companies'project
evaluationprocedure contains the major components establ ished 1nthe IM regulations for
Phase 11 development of the award group --namely, screening, ranking, optimization, and
negotiation. Further, the Companies have included for bidders a considerable description of
this procedure in the RFP.

lithrespectto the relative weights assignedto the program attributes, the
Department finds that (1) the Companies have clearly explained theirdecision-making
process that led to the selectionof attribute we ights; (2) the Compani es have demonstrated
that the process used to arrive at the proposedwe 1ghts considered all relevant factors and
utilized the services of recognized expertise inthe field; and (3 the resultant weights are
consistent with Department DM objectives. Accordingly, the Department accepts the
proposed relative we ights of program attr ibutes for the purpose of this DM solicitation.

The Department approves the use of an independent evaluator to oversee the proposal
evaluation process.® The Department notes, however, that the use of an independent
evaluator 1nnoway diminishes the Companies' obl igation to demonstrate the reasonableness
of 1ts resource-selectiondecisions inPhase 111 as specified inthe IMregulations at

220 C.M.R. § 10.05(2). Further, based on the above analysis, the Department accepts the

% Inveed, the Department commends the Conmpaniies for attenpting to reassure bidlers,
through the use of an Independent evaluator, that the solicitationwi ll be fair.
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Companies’ proposal for thefFP ranking systemandproject selectionprocess, anddirects
the Compani es to determine anaward group cons i stent wi thDepartmentdirectives inSection
111 of this Order.

However, the Companiesproposedto filewiththeDepartmenttheir 'proposed
negotiations group' for review inPhase 111 of this IMMproceeding. The purpose of the
Department's Phase 111 review i1s to review and approve an electric company's final award
group--notapreliminary award group that may be further altered throughongoing
substantive negotiation. herefore, the Departmentdirects the Companiestofile their
proposed final award grouponAprill, 1994, pursuant to the May 29, 1992 Order (see note
4, above), in addition to all other filing requirements set out in 220 C.M.R. § 10.05.7
Accordingly, the Companies aredirectedtorevise Sectiond.)of thefFP consistentwith

this schedule of activities.

4 The Departmentwi ll review the Companies’ proposed award group inPhase 111 of
these proceedings, to ensure that the DM resources contained 1nthe award group
will result inreliable, leastcost electrical service to the Companies’ ratepayers. he
Companies are permitted to sign contracts for only those projects approved by the
Department for the final award group. See 220 C.M.R. § 10.06.
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VI, INITIAL RESORRCE PORTFOL10O

A. The Companies' Proposal

The Compani es stated that, in compl iance with the requirements set forth in
220 CMR § 10.03(5), they have submitted their DM Initial Resource Portfolio. The DM
Initial fesource Portfol1o includes six programs that have been designed to serve residential
customers and four programs that have beendesigned to serve commercial and industrial
('Cal" customers. The programs desi1gned to serve residential customers include (1) the
Appliance Efficiency Program, (2) the General Use Program, (3) the Multifamily/Public
HousingProgram, (4) the ElectricSpaceHeatProgram, (5) the Lighting CatalogProgram,
and (6) the New Construction Program (Exh. C-DSM-9, at 1-2). Programs designed to
serve Cil customers are (1) the EquipmentieplacementProgram, (2) the Small Cél Direct
Investment Programj; (3) the New ConstructionProgram, and (4) the Independent Savings
SupplierProgram(id.). he Compani es stated that the proposed programs are cost-effective
and are designed to address all major market sectors and to minimize lost opportunities (id).

The Compani es state that they specified the following three goals for the Initial
fesource Portfolio: () the Initial fesource Portfol 10 should seek to serve all market sectors,
especially hardtotreach sectors; () all programs contained inthe Initial fesource Portfolio
should be costeffective; and () the Initial fresource Portfol 10 should be based on experience
of their consultants and other utilities, both inNew England and nationwide, and on the work

of the DM Task Force® (Companies Brief at 5l). The Companies assert that, in

® The DSMTask Force was establ 1 shed pursuant to a Settlement Agreement approved

by the Department in the Companies’ second DSM preapproval proceeding,
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developing the program designs contained inthe Initial kesource Portfol 10, they incorporated
informationcontained in(l) thear falang inD.P.U. 92-218, (2) the Report of the Independent
Expert, and (3) the process evaluations of the Companies' earlierDMprograms (id.). In
addition, the Companies assert that they utilized information from leading industry sources
regarding DSM program designs (1d.).

he Companies maintain that their Initial fesource Portfol 1o cotains highly detailed
infformation regarding each of the program designs, including information regarding delivery
methods and evaluationplans. They assert, that, consistent with the IM regulations, they
have not 1ncluded price and cost information 1n order to ensure the competitiveness of the
IM process (id. at 5).*° The Companies add that the Initialfesource Portfolio is
avai lable to all prospective bidders, who can incorporate the programdesigns intheir own
programs, if they wish to (id. at 6l).

B. Standard of Review

he IMregulations address electric companies' requirements with respect to their
Initialfesource Portfol1os. 20 C.MR. § 10.0355). Pursuant to the regulations, companies

are required to include, intheir Initial fesource Portfol 10s, cost-effective I programs that

D.P.U. 91-80 Phase-Two-A (1992). The Settlement Agreement also called for the

retentionof an Independent Expert to chair the Task Force and to assist the
Companies intheir DM activities. For adescription of the Settlement Agreement,
the Task Force, and the Independent Expert, see D.P.l. 91-80 Phase-Two-A at 9-14.

9 The Compani es note that they have provided estimated savings datafor eachoftheir
proposedprograms. They state that the final 1zed program savings data, whichthey
will submitatthe end of Phase 11 of the current IMMprocess, may di ffer from the
estimates,asaresultoftheirnegotiationswithproductand servicevendors
(Companies Brief at 52-53).
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target all customer sectors and subsectors and that minimize lost opportunities.
220 CMR § 10.03(5)(Q) (5).

Indetermining the level of information required regarding a company's Initial
kesource Portfol 10, the Department sought to stri ke abalance between “the need to prevent
self-deal ing [ by the host company ] and the desire to ensure that uti | 1 ty-sponsored projects are
not put at a [competitive] disadvantage." D.P.U. 86-36-G at 37 (1989). The Department
found that the requ irement that a company submitall informationrequired ofRFP
respondents except for price, method of cost-recovery, and cost information 'satisfactorily
balanced the competitive interestsof utilities andotherproviders ... [A]ll partieswould
know iInadvance the resource the uti 11ty would develop inthe absence of thirdparties ... and
the company would have to settle on a final price proposal ... at precisely the same time that
other project developers would be required.” Id. at 39.

C. Analysis and Findings

InD.P.U. 86-36-G, the Department stated that it 1s not our "intent to review the
electric company’'s .. [ Initial fesource Portfolio] inPhase 1 unless ... [1t] isdeficienton its
face.... [lle] would, however, review inPhases |11 and IVany portionofthe electric
company's.... [InitialfesourcePortfol10] thatultimatelywas included inthe final"award
group. l1d. at 37-38.

The Department finds that the programs included in the Companies' DM Initial
Resource Portfol 1o satisfy therequirements set forth 1n220 CMR § 10.03(5) ; 1.e., the
programs are cost-effective, they target all customer sectors, and they are designed to

minimize lostopportunities. Inaddition, the Companies submitted, for each of the proposed
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programs included inthe Initial fesource Portfol 10, all of the forms and attachments thatwi ll
be required of bidders 1ntheirfFP responses and indi cated on the forms what information
they considered to be price- and cost-related and, therefore, not required to be submitted at
the present time (See R-DPU-DSM-20).

The Department finds that the Compani es have satisfied the requirements regarding

their Initial fesource Portfol 10, and accepts the Initial fesource Portfol 10 as submitted.
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Vil. OTHER ISSUES

A. Security Provisions

1. The Companies' Proposal

As a threshold, the Companies proposed to require three different types of security

frombidders: completion security, performance security, and front-loading security. As
indicated inthe fFP, these security provisions are designed to afford protection () against

mak ing payments for programs where installations are not completed, () against therisk of
poor performance once measures are installed, and () against the risks associated with the
front-loading of contract payments (Exh. C-DSM-7, at 3).

The completionsecurity is calculated inthe following manner: (1) the netpresent
value of the bidder's payment stream is calculated using the Companies' discount factor;*
(@ the net present value of the bidder's payment stream 1s then converted into a nominal
value for eachyear by multiplying this net present value by a projected inflationrate ; ad
(3 the amount of completionsecurity required for eachyear i1s the nominal for eachyear
multiplied by the percentage of work remaining. hus, the completionsecuritywill be ata
maximum at program start up and wi 1l be retumed 1n total to the bidder upon satisfactory
completion of all contracted work (id.).

The second type of security, performance security, is calculatedby multiplying

“° The discount factor 1s equal to the product of the projected inflation rate and the

Companies’ marginal cost of capital.
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$0.005 by the proposed annualized KiH savings from each project (id.).* The
performance security remains constant throughout the 11 fe of the project (i d. at36). The
Companies stated that theywi Il retain this security for the entire term of the DSM Energy
Savings Agreement, and 1t wi ll be retumed to the contractor upon successful completion of
the program (i1d.).

he final type of security required i1s the front-loading security which i1s calculated 1n
the following manner: (1) the bidder indicateshisrequirednominal paymentstream; (2 this
nominal payment stream 1s converted into apresent value amount, using the Companies’
discount rate; @ this present value amount 1s converted into a real level 1zed payment stream
based upon the number of payment per i1 ods and the Companies' marginal cost of capital ;
(4 thereal level 1zedpayment stream 1s adjustedby multiplying the real valuesby the
inflation rate to determine the nominal payment stream; and () the annual amount of front-
load security required 1s equal to the proposed nominal payment stream minus the level 1zed
nominal costs of the entire project (Exh. DPU-DSM-64). The cumulative front load security
required would be the present year's balance plus the outstanding balance fromprevious

years multiplied by one plus the Companies’ discount rate (id.).” Thus, the front-load

“ The $0.005 per KIH performance and persistence security requirement was

determinedby taking the$lsper ki lowatt securityrequirementsetforth in
220 C.M.R. § 10.06(2)(1), and translating i1t into an annual per KiH amount,
assuming average annual operation of 3,000 hours per year (Exh. DPU-DSM-13).

& One plus the discount rate represents the principal plus a specified rate of retum.

This formulareimburses the Companies’ customers for the time value of money
whichmay be advanced to bidders and ensures that the cumulative front load security
will equal zero by the final year.
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security will be at a maximum in the beginning and wi ll decrease over time (Exh. C-D3M-7,
at 36).

The Compani es stated that they would consider the following instruments as
acceptable security. cash, 1rrevocable letter of credit, an escrow deposit, or some other
instrumentwhichmaybe determinedduring thenegotiationphase. Nopointswillbe
awarded to bidders onthe basis of security arrangements, but preferencewi ll be givento
those bidders who provide larger security arrangements during the negotiation and
optimization phase (i1d.).

2. Standard of Review

he IM regulations specify the minimum types of security required, (i.e., front-load
and In-service security) and allow a company to evaluate projects based oneachbidder's
willingness to provide in-service security above the minimumrequired. 220 C.M.R.
§8 10.03 (10)(d)(3), 10.06(2)(h). The IMM regulations also specify that alternative in-service
security provisions agreed to by the parties and approved by the Department may be allowed.
220 C.M.R. 10.06(2)(1)7. These alternative provisions may be tied to specific project
development mi lestones or performance criteria. Id.

3. Analysis and Findings

As Indicated in the record, each security provision IS desiged to mitigate a particular
kind of risk and the required security levels are a function of the degree of riskwhich that
type of security addresses. |hile the completionsecurity 1s afunctionof the percentage of
project implementation remaining, 1tdoes not expl icitly incorporate any milestone criteria

Under the current proposal, an incentive exists for abidder to propose anambitious
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1mplementation milestone schedule and thus achieve a higher score under the marketing plan
attribute. See Section IV.D.1, supra. However the Department finds that there 1sno
financial penalty for the bidder other than the time value of the completionsecurity, ifa
program 1s not implemented 1n a manner cons i stant wi th the proposed mi lestone schedule
Any penalty to abidderwouldbe furtherminimized 1 fthebidderwere allowedtoreceive
interest on the posted security. As proposed under the completion security provisions,
ratepayers bear the risk of milestones missed during the implementation of D0\M measures.
herefore, the Department directs the Companies to explicitly tie conpletion security to the
mi lestone schedule. SeeSection 1V.0.3, supra. The Companies should submittheir
proposal regarding the 1inking of the completion secur ity and the mi lestone schedule as part
of their compliance filing in this proceeding.

The performance security requirement of .05 per KiH 1 s designed to ensure that
the annual 1zed savings contracted forwi ll actuallybe achieved. Only upon successful
completionof the DS\M Energy Savings Agreementwi ll this securitydepositbe returned,
thereby ensuring some protection for ratepayers against noperformance by contractors. For
this reason, the Department finds that the performance security 1s appropriate and accepts it
as proposed.

Ihi le the RFP does not promote front loading, 1tdoes recognize that front loading
may be necessary for certain market segments, most notably the residential segments. he
Department's concem inthis matter is the degree towhi chratepayers are protected against
bidders who, having received a large portion of their payments, fail to implement their

programs. The Department finds that the Companies have proposed a methodology which
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mitigates this risk while still allowing bidlers sufficiet fuding to inplement their programs.
he security requirement proposal could result 1nagreater number ofbids, and thus amore
competitive solicitation. Accordingly, the Department accepts the Companies' proposal for
front loading security.

B. Continuation of Current Programs

1. Companies' Proposal

The Companies currently are implementing two residential DM programs, the Hot
llater/General Use program and the Residential Electric Space Heat program
(RR-DPU-DSM-29). The Companies indicated that contracts for delivery of program
services for each of these programs are in place through June 30, 1994 (1d.). The
Companies indicated that should the Companies' proposals contained in the Initial fesource
Portfol 10 be selected as award group winners, many of these proposed programs would not
begin implementation until five or six months after June 30, 1994 (Exh. C-DSM-9,
at 26-2). The Companies stated that 1n order to ensure continuity of services, they would,
upon Department approval, extend the time period for current contracts for program services,
thus providing for the continuation of DM program services during the transitionperiod
(RR-DPU-DSM-29). Upon the signing of DSM contracts with third parties, the Companies
would have the informationnecessary to properly ramp down the current contracts with
programvendors over apredeterminedtimeperiod(id.). This controlled transitionwould

allow the Companies to maintain service continuity to their customers (i1d.).
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2. Standard of Review

In Boston Edison Company, D.P.U. 91-233, at 7 (1992), the Department required the

Company to maintain continuity of demand-side services to each customer class. Inthat
Order, the Department directed Boston Edison Company to continue 1ts existing DM
programs until beginning implementation of those DSM programs that result from a
competitive solicitationduring the Company'snext IfMcycle. Id. at7. InD.P.l. 92-218,
at 18, the Departmentdi rected the Companies to maintainthefesidential Electric Hace Heat
andfResidential Hotlater/General Use programs, as long as they remain cost-effective, iIn
order to"'minimize disruption inthe delivery of DM programs for the Companies’
residential customers.”

3. Analysis and Findings

The Compani es stated that should the ir programs be selected, implementationwould
notbegin immediately. Should anoutside serviceproviderwinthebid, it, too, mightbe
unable tobegin implementation immediately. Therefore, the Compani es have proposed a
planto provide continuity ofDSM services to their customers beyond the June 30, 1994
contract terminationdate of their current programs. Department pol 1cy has beento maintain
continuity of DM service provisionduring periods of transition. Once the Companies
determine the award groupwiners inthis solicitation, theywill possess the information
necessary to determine the extent of any interruption inservices. Accordingly, the
Department directs the Companies to evaluate the benefit of continuing to implement the
currentDSMprograms unti | suchtime thatDSMprograms resulting fromthisfFPbegin

1mplementation. Should the Compani es determine that 1t would be beneficial to continue
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1mplementation of the exi sting DM programs dur ing the transition, the Departmentdirects
the Compani es to request preapproval for such implementation as part of the Companies’
Phase 111 filing in this IM proceeding.

C. Payments: Gross versus Net

1. The Companies' Proposal

The Compani es proposed to make payments to award winners, including cost
recovery for their ownprograms (if applicable), based on a combination of measured energy
savings and verified DSM measure installations (Exh C-DSM-7, at 20-21). See
Section IV.C, supra. The programperformance attr ibute specifies that, for appl icable rate
categories and enduses, all energy savings calculations wi ll be adjusted for variations in
weather (1d. ati-52). Inaddition, the programperformance attribute provides additional
points to bidders who assume greater risk by documenting energy savings within facilities
subject to retrofitor modification (1d.). he Companies acknowledge, however, that neither
the measurement and ver i ficationprocedures proposedby bidders nor the Companies’
verification procedureswould take into account specificextemal factors that may alter the
calculation of energy savings or the appl 1 cable payment to bidders associated with DM
program implementation (Ir. 2, at 2-24). For example, the Companies acknowledge that
the energy savings calculation uponwhi chpayment would be based would not 'net out' free
riders (1d.). Further, the energy savings calculations wouldnot net out changes inthe
economy, snapback effects, or free drivers (1d.).

The Compani es stated that 1twouldbe 1nappropr 1ate to base payment tobidders on

balling analyses or other impact evaluation mechanisms in order to net out extemal factors
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fromthe energy savings calculations for the following reasons: (1) badderswouldnothave
access to the 1nformation (nonparticipant or control group data) necessary to complete an
1mpact evaluation; (2 bidders wouldnot have the expertise to conduct suchananalysis;
(3 badders would not agree to be paidbased on the Companies' conducting suchananalysis;
@ impact evaluationmethodologies suchas abilling analysis are inherently fraught with
subjectivity andvariabi l ity, and therefore, are not preci se enough to base payments on; and
() providing DM implementerswith control groupdataraises significantprivacy issues
(Tr. 1, at 110-112; Tr. 2, at 60-62).

Inhearings, an additional option of applying pre-determined net-to-gross ratios to
bidders’ savings estimates for payment purposes was 1nvestigated. The Companies stated
that DM providerswould simply increase theirprices to factor inthe pre-establ 1 shed net-to-
gross ratios, and thus, there would be no net benefit associated with this mechanism (Ir. 2,
at ¥). The Companies also stated their bel1ef that there would be an additional cost
associatedwith educating the bidder communi ty on this methodology inorder for them to
properly bid 1n the RFP (1d. at 36).

2. Standard of Review

he Department’'s standards regarding net savings calculations define two objectives:
() to incorporate within cost-effectiveness analyses and lost base revenue calculations all
applicable external factors; and (2) to base payment on actual energy savings.

First, inMassachusetts Electric Company, D.P.U. 89-194/195, at 108-113 (1990), the

Department determined that both free-rider and snapback effects should be incorporated into

utility cost-effectiveness analyses. InllesternMassachusetts Electric Company,
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D.P.U. 89-260, at 107-108 (1990), the Department determined that the company’'s lost base
revenue calculation should be net of free-rider and snapback effects. InD.P.U. 93-15/16,
the Department found that the Companies "failed to incorporate the economic variable"
within their savings estimates, and thus directed them to do so. 1d. at 18, 19.
Second, 1n D.P.U. 86-36-F, the Department found that:
[a] company seeking Department pre-approval for a CéM program should
follow the procedures establ 1 shed by the Department for pre-approval
contracting forgenerationoptions, anddesignthe program insuchaway that
cost recovery 1s performance-based and 1nvolves the type of balancing of risks
among ratepayers and the company as i1s set forth in D.P.l. 86-36-C.
1d. at 3.
Inaddition, the Department has sought to ensure that (I) cost recovery and the receipt
of DSMbenefi ts should be matched intime to the extentpossible, (2) cost recovery for DM
should be based on the value of service, and (3) conservation and generation should compete
on a level playing field inamarket opento all bidders, utility and nonutility, inaneffort to

assure leastcostutilityresource portfolios. SeeD.P.U. 86-36-F at23,n.9; lestern

Massachusetts Electric Company, D.P.U. 86-280, at 252 (1987) ; lestern Massachusetts

Electric Company, D.P.U. 84-25, at 20 (1984).

However, 1n D.P.U. 89-194/195, at 173, the Department found 1t would be premature
and counterproductive to require Massachusetts Electric Company and other companies to
move to an exclusively performance-based cost recovery system at that time. Finally, in
D.P.U. 90-335, at 138, the Department directed Boston Edison Company "to take steps
necessary to incororate such performancebased aspects Into 1ts cost recovery mechanism in

its IM filing."
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3. Analysis and Findings

The purpose of thi s section 1 s todetermine whether the Companies'RFP proposal
appropriately incorporated the Department’'s standards regarding performance-based
payments. The Department has long understood that external factors suchas free-rider,
snapback, and economi c effects cannot be factored 1nto energy- and capacity-savings
calculationswithout some formof impactevaluation, 1.e., a mechanism that uti lizes control
group data. See D.P.U. 89-260, at 128, 129. The Companies, however, stated that bidders
do not have the informationor expertise to conduct thearownbilling analysis inorder tobe
paidbasedon itsresults. Similarly, the Companies indicated thatbidders wouldnothbe
wi lling to allowpayment to be based onbi Il ing analyses, whichmay be fairly subjective, i f
they are conducted by the Companies.

The Department notes that the Companies propose to pay program implementers
based onverified installations and, to a certain extent, on measured energy savings and
variations inweatherdata. SeeSection 111.C, supra. Inaddition, the Departmentnotes that
although the Compani es did not propose to base payment on net savings estimates, they did
propose toreview programs for cost-effectiveness based onnet savings estimates determined
by the net-to-gross ratios. See Section IV.B, supra.

The Department finds that, although the Compani es’ proposal does not meet all of our
standards for performance-based payments, the Companies’ proposed payment structure
appears reasonable and appropr i ate for purposes of thi sfiFP. Therefore, the Department
accepts the proposed payment structure for the current proceeding. However, altematives

may be developed inthe future thatwould allow payment to program implementers to be
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based onnet savings calculations. Accordingly, the Departmentdirects the Companies to
fully ineestigate payment methodologies based onnet savings and to incorporate the results in
the RFP to be filed in their next 1M proceeding.

D. Regulatory Context

The purpose of this section is to clarify the Department’s role inoverseeing the
performance of the programs that might result from this RFP.

The Companies indi cated thatbidders whose proposals are award groupwinners
wouldbe, Inessence, regulated by the contracts signed wi th the Companies, whichwould
reflect both the program performance provisions proposed by a bidder, and any security
provisions agreed to by the Companies and badder (Tr. 1, 123-125, Exh. C-DSM-7, at 35).
See also Sections IV.C and VI 1. A, supra.

The Companies also indicated that, should a project that they propose become an
award group winner, they would not be bound by the terms of a formal contract, per se
(Tr. 3, at 89-90). Rather, the Compani es stated that theirprogrambidwouldestablisha
legally enforceable obl igation in that "the Companies would have a contract through the
Department with [their] ratepayers at large to deliver the programs 1n accordance with [their]
bidconditions' (id. at ). The Companies also indicated that the program performance and
security provisions in their bid would establish the basis for calculating the savings estimates
and rate of payment in the same way as would the provisions of negotiated contractswith
non-utility bidders (ad. at 90-91).

The Department finds the Companies' proposal to manage DSM implementation by

non-uti | 1ty DSM providers via the program performance and security provisions of the
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negotiated contract to be appropriate and consistentwith the regulations, andtominimize the
Department's role inthe oversight of services obtained from the competitive marketplace.

The Department notes that, whi le the IIMregulations donotexplicitly address
mechanisms to ensure that host electric companies fulfill the terms of abidshouldanelectric
company project be an award group winner, the Companies are correct inviewing their
proposal as establ 1shing the parameters of their legal obligations to ratepayers. herefore,
the Department finds the Companies' proposal toview the savings estimates and cost
recovery mechanismspecified intheirprogrambid as a'contract' with their ratepayers to be
reasonable and appropriate.

The Department emphasizes that it Is the Companies’ responsibility to ensure that
programs are designed and implemented 1na cost-effective mamer. SeeSectionlll, supra
In Instances where one of the Companies’ programs i1s anaward group winner, and extemal
circumstances change such that the Companies determine that i twouldnotbe 1nratepayers'
interests to fulfill obligations under the termms of a proposal, the Companies should respond
according to theirbest judgement, and should subsequently noti fy the Department of any

changes i1n program implementation.
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ViIll. DIRECTIVES FOR COMPLIANCE FILING

his sectionrepresents a summary of directives that the Companies are expected to

complywith. The Companies are directed to make the following changes to the proposed

DSMRFP, and present the final RFP to the Department in the form of a compliance filing:

)

2)

3)

4)

The Departmentdirects the Compani es to make bidders aware of the possibil ity that
'no offers may be accepted, nor contracts signed as aresult of this solicitation as the
proposed RFP originally stated (see Section 111.D, supra);

The Departmentdirects the Companies todelete all references to bandwidth
methodology indetermining the cost-effectiveness of aproposal (seeSection
1V.B.4.d, supra);

The Department directs the Companies to require a l inkage between the returm of
project completion security to bidders and the mi lestone schedule such that financial
penalties will accrue to bidders who are unable to meet the ir proposed mi lestone
schedule (see Section 1V.0.3, supra);

The Department directs the Companies to revise Section 4. of the RFP such that the
Companies wi ll file the proposed final award group (hot a ‘prel iminary negotiations

group"’) with the Department on April 1, 1994 (see Section V.E, supra).
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X ORDEER
Accordingly, after due notice, hearing, and consideration, it 1s
ORDERED: That the petition of Cambridge Electric Light Company and
Commonwealth Electric Company filedwi th the Department onJuly, 1993 for approval of
a request for proposals 1s approved 1n part and rejected inpart; and 1t 1s

FWRTHER ORDERED: That Cambridge Electric Light Company and

Commonwealth Electric Company shall comply withall directives contained herein; and it 1s

FWRTHER ORDERED: That Cambridge Electric Light Company and

Commonwealth Electric Company shall file a request for proposals consistent with the
provisions of this Order, and may not 1ssue a request for proposals withinMassachusetts
until 1t has been fully approved by the Department.

By Order of the Department,
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k. TABLES
A. Table 1. Proposed CC Levels and Available Budgets

Commonwealth 1994 CC |1994 Budget |1995 Budget |996 Budget
Rate Category Levels | Available | Available |Available
fesidential Non-Heat $0.0025 $2,293,549 $2,602,722 $2,722,940
fesidential Heat $0.0045 $618,512 $1,137,875 $1,394,214
Small C&l $0.0045 $1,542,326 $1,599,221 $2,901,958
Medium/Large Cél $0.0045 $1,048,599 $1,189,256 $1,679,689
Total Revenue Projected $11,915,281 $12,514,681 $13,048,210
Less Commitments & LAR $5,674,467 $5,288,358 $3,445,400
Less Administrative|Costs $737,828 $697,249 $904,069
Total Available Fundg $5,502,986 $6,529,074 $8,698,801
Cambridge 1994 CC (1994 Budget |1995 Budget [996 Budget
Rate Category Levels | Available | Available |Available
residential Non-Heat $0.0025 $312,266 $343,576 $336,784
fesidential Heat $0.0045 $29,219 $43,833 $43,917
Small C&l $0.0045 $782,154 $830,824 $841,360
Medium/Large Cil $0.0045 $2,386,294 $3,167,973 $3,343,985
Total Revenue Projected $5,608,643 $5,860,322 $6,108,659
Less Commitments & LR $1,472,592 $779,960 $809,256
Less Administrative|Costs $626,118 $694,156 $733,306
Total Available Fundg $3,509,933 $4,386,206 $4,566,046
Total System Revenue $17,523,924 $18,375,003 | $19,156,929
Projected

Total System Available $9,012,919 $10,915,280 $13,264,847

Funds
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B. Table 2: Scoring Criteria and Relative lleights
Attribute Maximum Points Scoring Approach
Cost Effectiveness 35 3% points for highest benefit/fost
('B/C") ratio; 0 points for lowgst
Program Performance 20 2 points: Equipment Standards
13 points: Ml Protocols
5 points: Payment Schedule
Marketing Plan 15 10 points: Marketing Plan Qual f ty
Spoints: Inclusion of Hard-tojfeach
Groups
Comprehensiveness 10 8 points: Quality of
Comprehensiveness Plan
2 points: Programs focussed @n Lost
Opportunities
Proposer Qualificatjon 10 5 points: Proposer Qualificatjgons
and Financial Strength Spoints: Financial Strength
Customer Contributilon 10

10 poants for maximum custoTr
i

contribution; 0 points for m

imum




